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THE POSITION OF THE DOMINIONS 
IN THE BRITISH COMMONWEALTH 
OF NATIONS 


Last Tuesday was Dominion Day— 
the anniversary of the Federation of 
Canada as an autonomous partner in 
the- British Emovire. Outside Canada 
itself and the Mcther Country there 
is no place in the world to which the 
special position of Canada has more 
significance—in the past, present 
and future—than Hongkong. The 
most direct appeal this week was the 
poignant memory which will for all 
time abide with us of the sons of 
Canada who,fought in the defence 
of the Colony and are buried in its 
soil. 

Across the Pacific Canada looks 
across to Hongkong as its nearest 
point of contact on British territory 
which serves as the junction point 
of all the trade routes of the British 
Commonwealth of Nations between 
Suez and Panama and from the Cape 
of Good. Hope to Vancouver. The 
link between them used to be main- 
tained by the magnificent white Em- 
presses of the Canadian Pacific Rail- 
way line and Hongkong looks for- 
ward with eager and anxious expect- 
ancy to see the well-known three 
funnelled shins silhouetted against 
the brown hills of Kowloon. 


The conception of a dominion was 
first born in Canada, as the result of 
Lord Durham’s statesmanlike and 
historic report in 1838-1839 when the 
principle of responsible government 
was devised as a solution of the 
constitutional crisis in Canada and 
led to the acceptance of the federa- 
tion of Canada in 1867. 

So successful was the dominion 
spirit in the unions of the free 
peoples of the Empire that Canada 
became the vital link between its 
great neighbour the United States of 
America and Britain during the war; 
it became a training ground for its 


airmen and a formidable and in- 
valuable ally in the provision of food 
and the ships and armed protection 
to bring them to the beleaguered 
island across the Atlantic. 

In both world wars the Dominions 
spontaneously and without any treaty 
commitment sprang to the side of 
the Mother Country in a quarrel 
that started in Europe and poured 
the lifeblood of their men and the 
resources of their lands in the com- 
mon struggle. The British Common- 
wealth of Nations was the rock on 
which the Kaiser’s hopes in the first 
world war and those of Hitler and 
his Nazi followers in the totalitarian 
struggle for world domination was 
shipwrecked. The Empire ovroved 
the bulwark of freedom. If Britain 
had faltered or if the Dominions had 
taken advantage of their autonomy 
and failed to reintegrate in face of 
common danger Germany and Japan 
would have triumphed; they could 
have overwhelmed the isolated parts 
of the Empire one by one. They 
would have succeeded in encircling 
the United States with a strangling 
ring of strategic bases and so far as 
America is concerned the war would 
have been over before it began. 

The unitv of the British Common- 
wealth of Nations is the basis of the 
Gefence of the Empire and of the 
fundamental conditiong of the suc- 
cess of the United Nations. The war 
saw Britain and the Dominions and 
the great renublic of North America 
aligned together for defence of world 
civilization on the basis of their 
common culture and political ideas, 
and whatever the differences may be 
between their peonles their common 
heritage and similarities of outlook 
should be preserved in a grand and 
powerful integration of their forces 
in the preservation of peace. 
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The world is now familiar with the 
unity of the Dominions in time of 
war. It is equally vital that they 
play their part with the Mother 
Country as an integral association in 
the maintenance of peace. It is not 
generally or well enough known that 
since the Statute of Westminster of 


1931 which followed the Imperial 
Conferences of 1923 and 1926 the 
Dominions are “autonomous com- 


munities within the British Empire, 
equal in status, in no way subor- 
dinate to one another in any respect 
of their domestic or external affairs, 
though united by a common l- 
legiance in the Crown, and freely 
associated as members of the British 
Commonwealth of Nations.” They 
are free to secede, if they choose, but 
the very existence of this freedom 
serves as a closer bond. Indeed New 
Zealand has not troubled to ratify 
the Statute. In a booklet circulated 
to the army during the war the 
troops were told: ‘The people of the 
Dominions owe no allegiance to the 
Sovereign of the United Kingdom, 
but to the King of Canada, the King 
of Australia etc.” His Britannic 
Majesty King George has_ recently 
visited the Kingdom of South Africa. 
The King is of course King of Great 
Britain and of the British Dominions 
overseas. 

The Dominions are separate mem- 
bers of the United Nations. The 
Charter of the United Nations recog- 
nizes defence groupings within its 
membership, and it is obvious that 
the preservation of peace cannot be 
maintained by the senarate and 
equal association of fifty or sixty 
units all differing in outlook and in- 
dividual interests. As Sir Arthur 
Salter said recently “The success of 
the United Nations will depend 
finally on the main trinity of Powers, 
America, Russia and Britain 
jt, is of importance to us, the British 
Commonwealth, the United Nations, 
and the world that the British leg of 
that tripod should be of equal 
strength and importance to the other 
two.” 
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Great Britain and the Dominions 
must constitute one of the three 
tripods of world security but cannot 
do so unless all the partners of the 
Commonwealth share the rights and 
duties of foreign policy and defence 
in time of peace with as much com- 
radeship and unity as they shared 
the burden of fighting in time of war. 
The great problem of the Common- 
wealth, and indeed of world security 
now, is whether all the autonomous 
partners of the Commonwealth will 
pool their resources and their counsel 
and intensify their unity in peace as 
in war with the island Mother Coun- 
try in the North Sea and form_to- 
gether a solid unity within the Unit- 
ed Nations. 


Hongkong if it is alive to the ful- 
filment of its destined role should 
play an active part in the integration 
of the Dominions. The makers of 
ordinary maps of the world represent 
the globe as if it were divided into 
two halves by a line drawn vertically 
from North to South of the Pacific 
Ocean. If one looks at the Pacific 
area on a globe one sees that the 
Pacific is the shortest route between 
most of the Dominions. Around its 
shores are ranged all the Dominions 
except Eire and Newfoundland and if 
India decides’ to join the Common- 
wealth, another great Dominion or 
perhaps two Dominions in addition 
to the newly declared Dominion of 
Ceylon will appear on its fringe. 
Hongkong geographically is the na- 
tural centre from which commercial 
and communication routes radiate to 
Canada, Australia and New Zealand. 
Since the liberation of the Colony 
Hongkong has directed its outlook 
towards the Dominions: its trade 
with them has proportionately 
greatly increased; its shipping lines 
tend to fill the vacuum caused by the 
withdrawal of the shipping enter- 
prises which formerly radiated from 
Japan. 


Since the war the theory has been 
discussed in some quarters of the 
desirability of the association of 
Canada, Australia and New Zealand 
with the U.S.A. in a kind of depend- 
ent relationship. Such an associa- 
tion although convenient for strate- 
gic purposes in war, would in peace 
place these Dominions in the position 
of satellites, not of equal partners in 
the sense in which they participate 
in Commonwealth relations. 


The Dominions as part of the 
Commonwealth represent the free as- 
sociation of autonomous partners 
based on a common conception of 
freedom within a system of law and 
order. They may have diverse 
economic and business interests but 
their aim is peace not war and they 
must not have a diversity of foreign 
policy. Their diversities are natural 
and wholesome like those of the 
members of an ordinary family. The 
success of their mission in the world, 
however depends upon their unity as 
a Commonwealth with the Home 
Country as a firm leg of the tripod 
on which the peace of the world de- 
pends, 
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THE POSITION OF STERLING 
AFTER JULY 15TH, 1947 


It is probably too soon to judge 
the effect upon Hongkong and Em- 
pire Countries. generally of the 
Sterling convertibility obligations 
enclosed by the Washington Loan 
Agreement of 1945. So far no 
information on this subject has 
been issued by the local financial 
authorities. 


The commercial and _ financial 
community of Hongkong is anxious 
to learn more facts about the pro- 
bable practical developments ex- 
pected to follow after July 15th, 
when sterling beeomes freely con- 
vertible. 


A general explanation of the 
position was made by the Financial 
Times of London in an admirable 
article which appeared last month 
and should go a long way to clarify 
the position of sterling after July 
15th. The article is quoted here- 
under in extenso. 


The broad lines upon which the 
British authorities are tackling 
the task of implementing the sterling 
convertibility obligations imposed by 
the Washington Loan Agreement of 
1945 have now been defined, but a 
great deal of uncertainty persists 
about the way in which the arrange- 
ments will work and more particular- 
ly of their effect unon the currency 
transactions of trading concerns and 
private individuals. 


London bankers revort a_ large 
numiber of enauiries frem overseas 
customers on the position they will 
be facing after sterling becomes con- 
vertible on current accounts on 15th. 
Juiy: individual holders of sterling 
balances are naturallv particularly 
anxious to know whether they are 
likelv to find their accounts with 
Londor banks blocked. frozen or 
restricted in any way after the mid- 
dle of July. 


No official statement has been 
made on these important ouestions 
and none is likely until a few out- 
standing questions have been resolv- 
ed. but from the information so far 
evaijlable it is possible to draw a 
feirlv clear picture of the way in 
ill the new arrangements will 
work. 


Transition to Non-Convertible Ster- 
ling 


First of all let it be said that, given 
the expected degree of co-operation 
from the Governments with which new 
Dayments’ arrangements covering the 
Dosition from mid-Julv have yettobe 
negotiated. there should be no shocks 
on 15th Julv either for the central 
monetary authorities of the United 
Kinedom and other countries or for 
private individuals. Assuming this 
condition is fulfilled, the transition 
et  ohookl teen to convertible 
Sterling shou ardly be noticed 
the individual trader, ‘ a8 


The sterling convertibility provi- 
sions of the Washington Agreement 
were not intended, as some commen- 
tators have supposed, to enable for- 
eign countries to make heavy in- 
roads into Britain’s gold and dollar 
reserves. They were designed to en- 
sure that nations were not “co-erced” 
into making purchases of goods with- 
in the sterling group of countries 
because they were debarred from us- 
ing the exchange derived from their 
exports to that area in other mone- 
tary areas. The freeing of sterling 
for current transactions may, it is 
true, tend to accentuate pressure 
upon the country’s reserves of foreign 
currency, firstly, because countries 
may now tend to spend in dollar 
countries the proceeds of their ex- 
ports to Britain whereas previously 
they would have been spent in Bri- 
tain, and, secondly, because it will no 
longer be possible for Britain to in- 
duce overseas countries to concede 
what amounted to credit facilities in 
respect of their trade with the United 
Kingdom. But it will be seen that 
neither of these results necessarily 
follows. 


Overseas countries for a variety of 
reasons will not automatically turn 
from the U. K. to U. S. for their im- 
ports, and countries which were for- 
merly prepared to accumulate ster- 
ling will not necessarily stop dcing 
so now. Some believe they will be 
even more willing to hold it when it 
possesses the virtue of convertibility 
choi dollars for current payments at 
will. 


The Washington Agreement 


Neither American nor British re- 
rresentatives at Washington saw in 
the convertibility provisions of the 
Washington Agreement a way of per- 
mitting holders of sterling balances 
to cash in on British gold reserves by 
using old sterling to pay for: their 
imports from the sterling area while 
asking the British authorities to pro- 
vide convertible exchange in respect 
of their exports to the sterling area. 
There appears to have been con- 
siderable confusion upon this point 
so that it would be as well to show 
how the Washington Agreement can 
rule out this practice. In the first 
case, the Agreement lays down a 
programme for the gradual liquida- 
tion of old sterling balances. In the 
second place, it draws a clear dis- 
tinction between sterling balances 
which accrue before the new conver- 
tibilitv clauses come into effect on 
15th July and those which accrue 
after that date. This vital point is 
covered by Article 8 under which 
both sides agree not to apply from 
July 15, 1947. restrictions on Ppay- 
ments and transfers for current 
transactions, but with the reservation 
in Sub-section (a) that this pro- 
vision shall not apply to balances of 
third ape tits on Yee) nationals 
accumula efore Section ° 
comes effective, mons 
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Imposition of Restrictions 


It does not follow that restrictions 
will be imposed, but that the right to 
impose restrictions on the use of 
pre-15th July balances is retained by 
Britain cannot be too strongly em- 
phasised. This meang that if over- 
seas countries will not of their own 
free will make arrangements to en- 
sure that old sterling balances» are 
not run down in payment for British 
exports other than as may be special- 
ly agreed upon, the British authori-: 
ties would be acting fully within their 
rights in imposing such restrictions as 
they consider necessary to check the 
practice. 


Nevertheless, ensuring that the new 
facilities are not abused in this way 
is one of the two major problems 
presented by the implementation of 
sterling convertibility. The second ls 
the problem of preventing use being 
made of the new arrangements to 
facilitate capital transfers from ster- 
ling countries to other countries at 


equivalent cost to British gold re- 
serves. On both these counts, the 
co-operation cf overseas monetary 


authorities is urgently needed to en- 
sure the smooth functioning of the 
system. If such co-operation is not 
forthcoming there are ways of mak- 
ing sure that the new facilities are 
not used to our disadvantage but at 
the cost of some dislocation to the 
payments machinery of the countries 
concerned as well as to our own. 


The System of Transferable Accounts 


Such co-operation from a number 
of important monetary authorities 
has already been secured under pay- 
ments’ agreements negotiated during 
the past few months, The outstand- 
ing feature of these arrangements is 
the system of transferable accounts 
which was announced in February 
and already applies to Argentina, 
Canada and Newfoundland, Brazil, 
Belgian, Netherlands, Portuguese, 
Spanish and Italian monetary areas 
and is expected to be extended short- 
ly to the- Scandinavian Countries. 


Transfers of sterling from one 
transferable account to another, 
irrespective of the country of re- 
sidence of the account holder, may 
be made freely subject only to report 
to the Bank of England. Transfers 
between transferable accounts and 
American accounts may also be made 
freely subject only te similar report. 
In order to ensure that these trans- 
fer facilities are used only in respect 
of current transactions, the new de- 
signation has been applied only to 
those accounts which the monetary 
authority of exchange control in a 
particular country is prepared to 
supervise 


It will be realised that the effect 
of the transferable accounts system 
is to make it unnecessary for a coun- 
try or a resident of a country which 
operates the system to apply to the 
British authorities for permission to 
convert a surplus of sterling when 
the exchange is needed to make a 
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payment in another country which 
operates the system, all the countries 
adhering to it being prepared to 
make or to receive current payments 
in sterling. Naturally the net effect 
of these arrangements will be to 
leave some countries or residents of 
those countries with a net balance of 
sterling. As the British authorities 
are prepared to permit the use of the 
exchanges of the other signatory 
countries for payments within the 
sterling group of countries, in other 
cases the effect will be to leave Bri- 
tish residents or the British author!- 
ties with a net balance of other 
countries. 


The trouble caused to overseas 
monetary authorities is not less bur- 
densome than might be supposed as 
all those countries which subscribe to 
the Bretton Woods institutions are 
required to maintain the necessary 
machinery to control international 
capital movements. 


Conversion of Balances into Gold 


In all cases such balances can, sub- 
ject to certain limitations, be con- 
verted into gold or its equivalent. In 
most cases, however, provision is 
made fer either side to hold a mini- 
mum balance of the currency for the 
other, conversion being sought only 
of balances in excess of that figure. 
In some cases conversion is only per- 
mitted either way when required for 
making payments of a current na- 
ture, but this is not always so. In 
practice, of course, conversion would 
be permitted only on account of the 
monetary authorities of the area, but 
all the monetary authorities operat- 
ing this scheme are required to buy 
and sell sterling on the basis of the 
official rates for current transactions. 


The effect of these payments 
agreements is to make sterling con- 
vertible on current account over a 
lurge part of the globe. 


The machinery for making sterling 
freely convertible available for cur- 
rent payments can be said to be 
operating already over a large part 
of the world’s surface. There remain 
some of the financially weaker ex- 
enemy occupied countries in Eastern 
Europe, a few minor South American 
States and countries in the sterling 
area to be brought within the system. 
Switzerland is already covered by a 
payments. agreement which entitles 
her to payment in gold for sterling 
accruing above a certain minimum 
figure. The balance of trade with 
the Eastern European countries is in 
most cases near equilibrium or 
favourable to this country, so that 
there is not likely to be any demand 
for sterling convertibility from that 
direction. The vemaining South 
American States will be brought 
within the scope of payments agree- 
ments similar to those already des- 
cribed. 


123 


The Position of Sterling Area Coun- 
tries 


The sterling area presents the big- 
gest remaining problem. The Wash- 
ington Loan Agreement does not 
as has been widely supposed, demand 
the liquidation ot the sterling area. 
It merely insists that any discrimina- 
tion arising from the so-called ster- 
ling area dollar pool shall be entirely 
removed, leaving each member of the 
sterling area tree to dispose of its 
current sterling and dollar receipts 
as it wishes. The present members 
of the sterling area are not there- 
fore obliged to leave the area and it 
is unlikely that many will find it to 
their advantage to do so. 


During the weeks still remaining to 
15th July discussions will take place 
with all the principal sterling area 
countries (or scheduled territories ag 
they are now sometimes officially 
labelled). These talks will determine 
whether the country is to remain 
within the sterling group or not. If 
they are willing and the British au- 
thorities are prepared to permit them 
to remain within the area (all but a 
few are Empire countries) their ex- 
change arrangements from 15th July 
onwards should not be greatly dif- 
ferent from those obtaining at the 
present time. Foreign exchange 
dealings of their nationals outside 
the sterling area will remain subject 
to official control and it will be left 
to the monetary authorities of Bri- 
tain and the territories concerned to 
determine what actual advantage 
each shall take of the right to ster- 
ling convertibility resulting from the 
Washington Agreement. 


Cooperation within the Empire 


Even at the present time sterling 
area territories have a considerable 
measure of freedom in determining 
how far their favourable’ trade 
balances with Great Britain shall be 
converted into hard currencies for 
purchases outside the sterling area. 
in the case of South Africa, the 
right to determine its needs of dollars 
and other foreign currencies was 
clearly defined in the agreement 
reached last year covering gold sales 
to Great Britain during 1946 and 
1947. In other cases, working ar- 
rangements operate having broadly 
tu. same result. It is probable that 
agreements gjmilar to that reached 
with South Africa will shortly be 
embodied in pacts with Australia, 
New Zealand and similar countries, 
but whatever such arrangements may 
say there is no reason to suppose 
that Empire countries will interpret 
the new arrangements in a selfish 
spirit. The Australian Prime Minis- 
ter pointed out some time ago that 
even after 15th July Australia would 
need to limit her dollar imports in 
order to conserve Britain’s dollar 
reserves. 
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BRITAIN’S “WAR DEBTS” 
AND THE PROBLEM OF “FREE STERLING” 


Scaling Down and Partial Cancellation of 
“Sterling Balances” Accumulated During the War 


Sterling Balances for Financing of 
Current Trade 


It may be observed that most of 
the sterling area countries have size- 
able past accumulations of sterling 
which they could employ for financ~ 
ing imports from Britain, while dis- 
posing of their exports for dollars in 
hard currency countries. But clear- 
ly any agreement which kept a coun- 
try within the sterling area would be 
conditioned upon an understanding 
about the use of sterling balances for 
financing current trade. That does 
not mean that complete agreement 
upon the ultimate liquidation of the 
balances will have to be reached be- 
fore 15th July. All that is im- 
mediately necessary is an undertak- 
ing by the other side to use sterling 
balances only in so far as the British 
authorities have agreed that they 
shall be used for financing current 
trade during the coming year. Con- 
trolling the rate of release of sterling 
balances by mutual agreement is, of 
course, a simple matter when the 
balances are largely in the possession 
of the central monetary institution 
as is the case with India. But even 
the disposition of privately held 
balances can be subject to an effec- 
tive, though not necessarily detailed, 
control through the manipulation of 
the export-import licensing system. 
It is interesting to note in this con- 
nection that the Indian Government 
is operating a full system of import 
control as from the beginning of 
this month and has recently intro- 
duced a system to obtain official per- 
misston for sterling transfers over a 
trifling amount. 


If agreement is reached with ster- 
ling area countries on the steps to 
prevent unauthorised use of sterling 
balances, it is thought that capital 
and other transfers now permitted 
between countries in the sterling area 
will not necessarily be barred. The 
authorities have, however, the right 
to take such steps as may be neces- 
Sary at any time to restrict such 
transfers. 


Possible Withdrawals from Sterling 
Area 


There remains the question of 
countries which withdraw from ths 
sterling area from 15th July next. It 
is generally thought that the two 
countries most likely to do so are 
India and Egypt but it is worth not- 
ing that neither country would be 
left better off for dollars as a result 
of such a move even after 15th July. 
Both countries during the past year 
have had adverse payments balances 
with this country, but have none the 
less received allocations of dollars 
from the sterling area dollar pool. 
Given inability not use past accumu- 
lations of sterling they would there- 
fore derive no advantage and might 
actually be worse off as a result of 
leaving the sterling area. 


The British authorities will pre- 
sumably endeavour to negotiate pay- 
ments agreements, with provision for 
transferability of sterling, with coun- 
tries which do leave the sterling area. 


In our issue of November 6, 
1946 (Vol. I, No. 4) the position 
and problem of Britain’s war time 
Sterling Balances were reviewed 
and the so-called liabilities of ‘the 
United Kingdom were enumerated. 
The possible solutions to this in- 
ternationally vexing problem were 
also indicated in the same article. 
The world press has taken up, at 
one time or another, the issue of 
Britain’s war debts with which is 
inextricably bound up the now 
very pressing question of the free 
transferability of sterling earned 
subsequent to July 15th. 


Public opinion in the British 
Commonwealth of Nations has 
hardened and sentiment is grow- 
ing against the full recognition of 
these “debts.” The London Times, 
which published the following 
article, has been unusually out- 
spoken on this issue and supports, 
like the entire press in Britain, the 


July 2 


Dominions and the Empire, the 
perfectly justified stand which 
Britain’s Chancellor of the Ex- 


chequer took when he gave warn- 
ing to the recalcitrant “creditors” 
of the United Kingdom, stating that 
“sooner or later—and it would be 
better sooner than later—this mass 
(of debts) must be very substan- 
tially scaled down.” 


Since the war little has been done 
to dispel the widespread illusion that 
these paper debts represented a real 
store of value which could be drawn 
on rapidly and at will. But the time 
has come when their practical reality 
must be appraised. They amount to 
probably a little over £3,500,000,000. In 
concrete terms this sum is equa] to the 
United Kingdom’s entire exports for 
about four years, or to the net product 
of 1,000,000 men working for more 
than a decade. Nominally, they are all 
payable on demand, and indeed pay- 
ment on demand has so far been large- 


Such countries would then be on the 
same footing as countries like Bel- 
gium, Holland, etc. Such agreements 
would have to take into account the 
existing sterling balances. An un- 
dertaking would be obtained from 
the country concerned not to run 
down the balances in settlement of 
current trade transactions other than 
by such amounts as may previously 
have been agreed upon. ere such 
balamces are officially held _ this 
would be a simple matter. Where 
they are held by private individuals 
it would be more difficult but not im- 
possible to prevent unauthorised re- 
Jeases. The country concerned would 
be invited to exercise the necessary 
control through supervision of the 
transferable accounts of its nationals 
and through control of its overseas 
trade as a whole. 


Summing Up of the New Position 


To sum up, the ma‘n approach of 
the British authorities to making 
sterling convertible on current ac- 
count from July 15 takes the form 
of payments agreements with all 
the principal trading nations. Un- 
der such agreements, sterling sur- 
pluses can in most cases be utilised 
directly for current payments in 
third countries. In some cases, net 
aecumulations of sterling not re- 
auired for payments in other coun- 
tries can be converted into gold. 


The Washington Loan Agreement 
does not permit Britain to make 
sterling convertibility conditional 
upon other countries extending 
similar facilities but provision for 


reciprocal treatment is usually 
made in the payments agreements. 


The steps necessary to ensure 
that old sterling balances are not 
used for financing current trans- 
actions are for the most part being 
taken in co-operation with the 
countries concerned. It is not 
thought that this will necessarily 
involve interference with  in- 
dividual accounts; contro] will be 
exercised through the general 
monetary and trade regulations of 
the country concerned. If, however, 
the co-operation of overseas mone. 
tary authorities is not forthcoming 
in this respect, steps may have to 
be taken by Britain to restrict the 
use of old sterling area balances 
from July 15. It is not expected 
that such co-operation will be ree 
fused. 


The sterling convertibility right 
does not theoretically apply only 
to “net” balances. But if the mea- 
sures to segregate old balances are 
sucecssful there will be no point in 
a@ country spending its current 
sterling in dollar countries or per. 
mitting its nationals to do so if it 
has net sterling payments to make 
during a subsequent period. There. 
fore, only net balances should be 
converted over any given period. 
Most of the payments’ agreements 
so far negotiated contain provisions 
for both sides to hold a limited 
quantity of the exchange ofi the 
other. This should largely cushion 
any seasonal disequilibrium in their 
balance of payments with the sterl- 
ing area. 
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ly maintained in practice. The result- 
ant. burden has not been heavy, since 
the big holders have been unable to 
spend heavily in the sterling area 
and have voluntarily limited their ex- 
penditure in dollars. In recent months, 
however, India and Egypt in particular 
have begun to incur substantial adverse 
balances. and have been drawing on 
their old sterling balances to finance 
them. Where India and Egypt have 
led, others may in due course follow. 
It would be—indeed, already is—im- 
possible for this country to ship suf- 
ficient “unrequited exports” or to pro- 
vide sufficient dollars to repay old debt 
on the scale which the creditors, left 
to themselves, would demand. 


Control Over Old Sterling Balances 


The immediate need, therefore, Is 
thet this drawing on the old sterling 
balances, which is gathering speed 
continuously, should be checked. This 
need would arise irrespective of any 
commitment entered into in connexion 
with the Anglo-American agreement. 
But from July 15 under that agreement 
any sterling available for current ex- 
penditure must be available for ex- 
penditure in dollars at the holders’ 
option, and the difficulty will become 
more intractable. Sterling earned from 
current transactions must be transfer- 
able into dollars in any case. This 
obligation is in itself likely to increase 
both the pressure on sterling and the 
drain on the dollar credits, since sub- 
stantia] net balances of sterling are 
earned by South American countries, 
some of the Dominions, and _ others. 
The vastly greater net balances earned 
by the United States and Canada are 
of course financed for the moment out 
of the dollar credits. But, apart from 
current transactions, the Anglo-Ameri- 
can agreement also entails that any old 
sterling balances, if they are made 
available for expenditure anywhere, 
must be made available for expenditure 
everywhere—including the dollar area 
—vunder the same conditions. 


No More Unrequited Exports 


In fact, available sterling and dollars 
will be interchangeable. For a foreign 
owner of either, it may be said, they 
will be identical. Since the whole 
world wants dollars and has very few, 
it follows that old sterling can be made 
available only in very restricted quan- 
tities. If the old sterling balances re- 
mained free, the dollar credits would 
disappear almost overnight. In any 
case, dollars or no dollars, this country 
cannot in her present straits afford to 
repay debt heavily during the next few 
years. Any considerable volume of 
“unrequited exports’ would depress 
the already austere standard of living 
ta levels which the people of this coun- 
try would rightly refuse to tolerate. 


Scaling Down of War Debts 


The first step, therefore, is to agree 
on a limitation of the amount of sterl- 


ing to be made available out of the old 
baiances in each year. In the Anglo- 
American loan agreement some 
authority was given to a figure of 
£43,750,000 as the largest amount that 
could appropriately be repaid in each 
year, since nothing greater than this 
is to be regarded for purposes of the 
‘‘waiver” clause in the loan agreement 
as a reasonable charge against revenue. 
This would represent annual repay- 
ments of only about 1% per cent. of 
the total. Some of the owners have 
already been somewhat misled by the 
agreement with Argentina, which l- 
lowed for about 4 per cent. to be re- 
leased in each year for five years. 
There can really be no question of any 
holders, except perhaps smaller holders 
to whom for any reason particular 
consideration should be given, obtain. 
ing annual releases on anything re- 
sembling the Argentine scale. Releases 
at 14% per cent. would mean _ repay- 
ment of about £15,000,000 a year to 
India, £6,000,000 to Egypt, over 
£7,000,000 to the South American 
countries including Argentina, £8,000,- 
000 to the colonies and mandated ter- 
ritories, and lesser amounts to others. 
It must be frankly realized that this 
sort of scale of repayment represents 
the most that could now be undertaken. 
Between this country and the Do. 
minions there is sufficient harmony of 
general policy to render precise agree- 
ments unnecessary The colonies are 
naturally in a position apart, though 
the moral obligation to allow releases 
at least on_ the scale of the general 
average. and probably larger, seems 
compelling. But with other countries 
agreements are essential. 


A Theoretical Problem and Theoreti- 
cal Payments 


Even when commitments over the 
next few years have been agreed 
upon, however, it must still be asked 
what sense or reason there is in the 
huge nominal debts which would be 
left over for theoretical payment in 
a remote future. The question is not 
only whether it is reasonable for this 
country to undertake to bleed itself 
for a century or so as the penalty for 
its action in having for all too long a 
period stood alone with the Com- 
monwealth at vulnerable points all 
over the world against the common 
enemy and a common disaster. It is 
also whether anybody in any country 
can profit from maintaining a solemn 
pretence of this kind. So long as a 
debt of such magnitude clouds the 
whole economic prospect, the future of 
this country and with it that of most of 
the economic werld must remain ob- 
scure. Only temporary agreements 
would be possible at best. But it is all 
toc likely that without a scaling-down 
one temporary agreement will follow 
another until in some future period 
mounting difficulties make the con- 
tinuation of repayments demonstrably 
impossible. Everybody knows that 


these debts cannot be repaid by the 
present generation. This country must. 
therefore ask itself conscientiously 
whether it has the right to saddle re- 
moter posterity with the burden of a 
huge debt incurred in such  circum- 
stances, when that debt bequeaths no 
assets of any kind to help posterity to 
discharge it. This country yields to 
no other in the distaste with which it 
views any idea of default, repudiation, 
or failure to carry out a contract. But 
it views with equal distaste the under- 
taking of a paper burden which there 
is no means of discharging within the 


lifetime of any of those who under- 
take it. 


For a Practical and Reasonable Solu- 
tion of Britain’s War Debts Pro- 
blem 


From: this dilemma, oniy a scaling- 
down of the debts by agreement can 
provide a satisfactory way of escape. 
Whether other countries will be pre- 
pared to follow the lead already given 
with spontaneous generosity by Aus- 
tralia and New Zealand is for them to 
decide. They must decide in the know- 
ledge that it is useless for them to ask 
for the impossible, and in the know- 
ledge also that any attempt to perform 
the impossible would cause impoverish- 
ment and economic disorder. This 
country for her part should and will 
recognize the reasonable interests of 
the creditors. Some have few resources 
other than their sterling balances for 
the repair of exceptional material loss 
and depletion suffered during the war; 
at no time has this country been back- 
ward in her desire to make accumulat- 
ed sterling available for this purpose in 
the early years of reconstruction within 
the narrow limits which her own im- 
poverishment will permit. There are 
certain technical difficulties in scaling- 
down. The sterling balances do not in 
general belong to Governments as such 
but to central banks, currency boards, 
and various public and private  !n- 
stitutions, firms, and individuals; some 
part of the balances will ordinarily be 
kept in London as monetary and trad- 
ing reserves, as was. the practice be- 
fore the war; and the prospective dead- 
weight of the debt is somewhat less 
than its gross total for that reason. The 
creditors will meet with a reasoned 
desire to help in all these respects and 
not with wilful obstinacy. But they 
cannot fail to realize that a mitigation 
of the gross burden, as a contribution 
to a common cause, must increase the 
confidence with which this country can 


‘afford to be generous in the short run. 


A compromise must be to the advantage 
of both parties. Insistence on the 
letter of the contracts would be in- 
tolerable to the one and for that rea- 
son, in the fullness of time, unprofit- 
able te the other. 
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FREE CONVERTIBILITY OF STERLING CURRENCIES 


The most important financial 
problem of this year is undoubtedly 
the free transferability of sterling. 


currencies, a consequence of the 
Anglo-American financial agree- 
ment of December 1945. Its effects 


on the future of Britain’s war debts 
and a more conscious and better 
planned foreign trade policy of the 
United Kingdom has been clearly 
and convincingly deseribed by 
several of Britain’s leading 
economists. The following article, 
one of the ablest expositions of 
the position expected to arise after 
July 15th, has been published in 
the London “Economist.” 


July 15th, the date on which sterling 
currency earned by non-residents be. 
comes “expendable” or “transferable” 
or, more commonly, ‘‘convertible” into 
any currency in the world, is now com- 
ing into focus. The exact timing of 
this move derives from the Anglo- 
American financial agreement of De- 
cemberr, 1945, with its injunction on 
both countries to undertake that ‘not 
dJater than one year after the effective 
date of this agreement (it was ratified 
by the US on July 15, 1946) ... they 
will impose no restrictions on p>vments 
and transfers for current transactions.” 
The agreement further provides that 
“any sterling balances released or 
otherwise available for current pay- 
ments will, not later than one year 
after the effective date of this agree- 
ment ... be freely available for cur- 
rent transactions in any currency area 
without discrimination.” 


Those are the relevant clauses which 
require the British Government to 
take action on July 15th; but they are 
not the compelling reason why such 
action should be taken at all. The re- 
turn to currently earned sterling of 
the virtues and qualities of free trans- 
ferability or convertibility was in any 
case inevitable. Paradoxically, it was 
an essential condition of Britain’s con. 
‘tinued ability to live for some post war 
years beyond the means of its balance 
of current payments. If Britain found 
it desirable ar inevitable to live on ex- 
ternal credit during the years of tran- 
sition, that credit had to be raised 
either in the currency of the creditors 
(as is being done with the dollar cre- 
dits) or in convertible sterling. The 
British Government would have found 
it more than difficult to induce Argen- 
tina, for example, to continue to sell 
to this country. The financial agree- 
ment with Argentina and recent ex- 
perience in payments with Brazil 
should be sufficient proof that con- 
vertibility of current sterling was an 
essential pre-requisite of the continued 
readiness of those countries to go on 
supplying Britain with more goods 
than they are obtaining in imports 
from Britain. 


Attitude of the Dominions 


There may be certain countries, es- 
pecially among the Dominions, which 
would be prepared to see their ac- 
cumulated sterling balances increase 
further without any assurance, that this 
additional sterling could be spent in 
any part of the world. But most of 
Britain’s overseas suppliers are moved 
by less generous impulses and would, 
in any case, have had to be given the 
right of convertibility. As for the more 
generous, it will remain open to them 
to accumulate additional sterling and 
not to exercise the rights of converti- 
bility that will be theirs after July 15th. 


Ali that can be said against the 
Anglo-American financial agreement 
on this score is that by committing 
Britain to convertibility of current 
sterling by a definite date it removed 
a very valuable bargaining weapon that 
would otherwise have been available 
to the Government in negotiating with 
the more recalcitrant of its sterling 
ereditors and overseas suppliers. But 
even this argument has little force to- 
day. The teeth that were drawn by 
this clause in the Anglo-American 
financial agreement would have been 
of no great worth in the present sellers’ 
market. This is, unfortunately, hardly 
a time at which sellers can be bitten or 
bullied. 


Existing Convertibility of Sterling 


The transition to complete converti- 
bility of current sterling will have been 
largely anticipated by July 15th. Con- 
vertibility or transferability of current 
sterling already exists as between the 
following countries: 


American Accounts .... United States, 
Colombia, Costa Rica, Cuba, Do. 
minican Republic, Ecuador, 
Guatemala. Haiti, Honduras, 
Mexico, Nicaragua, Panama, Sal- 
vador, Venezuela. 


Transferable Accounts .. Canada, New- 


foundland, Argentina, Belgian 
monetary area, Netherlands 
monetary area, Portuguese 
monetary ared. 

Special Agreement ...... Italy, 


Current Negotiations 


Financial agreements are still to be 
negotiated with Brazil and Uruguay. 
The strictly bilateral agreements operat- 
ing with France, Switzerland and the 
Scandinavian countries will have to 
be adjusted to make current sterling 
accruing to those countries freely ex- 
pendable. Finally, and most important 
of all, there is the whole groun of ster- 
ling area countries with which no 
agreements anticivating July 15th have 
yet been negotiated. 


In viewing not only the character 
of the technical arrangements that are 
still to be made but the cost of conr- 
vertibility, when it is completed, it will 


be well to inquire what class of ster- 
ling will, in effect, become available 
for expenditure in any currency area 
in the world. According to the strict 
letter of the American agreement, it 
will be any sterling arising ouf of cur- 
rent transactions, i.e., the whole of the 
proceeds of exports and sales of ser- 
vices to Britain and income from non- 
residents’ investments in Britain. But 
it should immediately be added that 
out of these current earnings of ster- 
ling there will have to be paid all 
amounts due to Britain for current 
transactions. In effect, therefore, it will 
be the net balance of each country’s 
trade with Britain that will be con- 
vertible. It would be fantastic if, for 
examiple, countries with adverse 
balances with the sterling area were 
able to spend a seasonably accumulated 
gross surplus without providing for 
payments known te be falling due 
later for their imports from Britain. 
It should be noted, too, that since non- 
residents holding current sterling will 
be able to spend it anywhere in the 
world, their expenditure in Britain 
will be based not on any element. of 
compulsion but on the usual competi- 
tive commercial considerations. 


The Problem of Old Sterling Balances 


In order to ensure that convertibility 
does in effect apply only to the net 
balance it will be necessary to con- 
clude agreements for the funding of 
balances accumulated prior to July 15th 
ana defining the conditions in. which 
they can be released. Failing agreed 
arrangements, the only alternative 
would be for Britain to block these 
balances or—which comes to the same 
thing—the recalcitrants must be ex- 
cluded from the sterling area. 


The exact nature of the arrangements 
to be made with the sterling area coun- 
tries wiil have to vary with the cir- 
cumstances of each case, among them 
with the magnitude of accumulated 
balances anc with the manner in which 
they are held. Where, as in the case of 
India, the bulk of the halances is held 
by the central bank, the simple device 
of transferring the accumulations to a 
special account may be possible. Ip 
other cases, where the assets in ques- 
tion are very widely held, this simple 
procedure of drawing a line across the 
account on July 15th will be more dit. 
ficult and in some cases impossible to 
apply. The case of Eire is, perhaps, the 
best illustration of a sterling area 
country whose accumulated sterling 
balances are so widely dispersed as to 
rule out any hard and fast arrange- 
ment that would segregate accumulated 
balances from fresh accruals. The most 
promising solution in such cases, and 
it may well be applicable also to 
others, like those of India and Egypt, 
would be to introduce into the arrange- 
ments with the authorities of those 
countries the principle of a minimum 
global balance to be kept in London. 
This minimum would be scaled down 
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from year to year to allow for the 
freeing and repayment ofau the 
accumulated balances. The amounts 
outstanding would be calculated 
periodically, and if the minimum was 
not being observed, representations 
would be made to the country in 
question. If necessary, the creditor 
might be asked to make up_ the 
balance either by paying in gold or 
other currencies, or even by purchasing 
sterling from the Internationa! 
Menetary Fund. 


Difficulties Ahead 


The operation of any such arrange- 
ment would call for good will and 
there are, perhaps, some countries on 
whose sympathy and co-operation it 
might be unwise to depend. Certain 
countries may be tempted to use their 
rights of convertibility of current 
sterling ta excess. If they do, they 
will later fiyd themselves short of 
sterling to meet current obligations. 
The unpaid creditors in such an event 
wili be the British exporters who have. 
sold their goods to these countries. 
Since the non-payers will at the same 
time have substantial amounts of 
accumulated and unavailable sterling, 
it may be assumed that considerable 
pressure will in such cases be brought 
to bear on the British authorities to 
accelerate the release of these balances 
in order to meet outstanding debts in 
Britain. Such pressure will have to be 
stoully resiste€, and the country 
which by excessive exercise of con- 
version rights has run itself short of 
current sterling will have to be called 
to restore its current balance by reducing 
its imports from Britain, or increasing 
its exports, or by remitting sold or, 
finally. by recourse to the IMF. 


Optimistic Appraisal 


Viewed in that light, the ordeal of 
July 15th loses much of its severity. 
In some respects the new situation 
will mean positive relief to the Bri- 
tish balance payments. Convertibi- 
lity already exists with countries 
whose current payments with Britain 
show the largest surpluses. Coun- 
tries such as India and Egypt are 
now running substantial sterling de- 
ficits with Britain. and, under the 
new situation that will arise after July 
15, they will lose the faciities they 
now enjoy for running such deficits 
and for drawing on the sterling area 
dollar pool. After July 15th, their 
command over sterling purchasing 
power will be restricted to the 
amount of their sterling sales plus 
whatever portion of their accumulat- 
ed balances may be freed year by 
year. Their command over current 
hard currency resources will, in 
effect, be defined by the total of 
their favourable balance of payments 
with the hard currency countries, 
plus any surplus of current sterling 
they may acquire. 


THE FUTURE RELATIONS BETWEEN BRITAIN 


AND THE NEW INDIA 


Bases for Closer Economic Cooperation— 
Possible Developments in Anglo-Indian 
Finance, Commerce and Industry 


(By A Correspondent) 


The rapid transturmation taking 
Vinee in the countries of the Far 
East is commonly recognised as one 
of the ‘foremost political develop- 
ments im contemporary history. In 
Britain with her firmly established 
commercial ties with the Far Fast the 
appreciation of the economic aspect 
of the problem has been obscured 
until recently by the concerned at- 
tached to the politicalangle. But now 
economic considerations are coming 
into the foreground. Two main rea- 
sons contribute to it. Firstly, the ini- 
a elaine eT 


Expected Scarcity of Sterling 


The immediate outcome t 
arrangements that have to Aeieee 
tiated with sterling area countries 
will thus’ be to make sterling a much 
Scarcer currency than it is at pre- 
sent. The degree of that scarcity 
will be largely determined by the 
terms on which accumulated 
balances are funded and liberated. 
But since the greater part of Bri- 
tain’s current deficit will be with the 
Western hemisphere and will be 


covered by the dollar credits, 
the balance of payments. with 
the rest of the world will not 
provide the substantial deficit 


that would create a large volume 
of currently earned sterling liable 
to be converted into other currencies. 
To make assurance on this point 
doubly sure, the British Government 
has already begun to negotiate 
special agreements with countries 
like Spain which will, in the next 
few years, accumulate and will 
voluntarily hold substantial amounts 
of sterling. 


A New Trade Policy of Britain 


The new position will make possi- 
ble a more conscious and selective 
direction of exports by subtracting 
from the demand for British goods 
that appreciable element which is 
now represented by purchases finan- 
ced out of accumulated balances. 
Admittedly certain types of trans- 
actions wil be lost to British traders 
under the new conditions. They are 
the profitable three-cornered entre- 
pot operations which in fact have 
been based on the ability of certain 
countries, such as India, to buy in 
terms of sterling and pay relatively 
high prices by allowing their sterling 
balances to run down. But the loss 
of this somewhat exotic, though 
highly profitable business, should, in 
the long run, be more than made 
good by the growth of much more 
solid and enduring trade which a 
strong and convertible sterling will 
help to attract to this country. 


tial period of transition from war to 
peace-time economy in the Far East 
is nearing completion and the re- 
sumption of more or less normal 
activities has become partly a dis- 
tinct possibility partly an accom- 
plished fact. In view of the com- 
prehensive trade and financial inter - 
ests of Britain in that part of the 
world the Far East was bound quickly 
to regain its former prominence in 
British economic life. Secondly, the 
solemn declaration of the Govern- 
ment to impose June 1948 as the time 
limit for the final British withdrawal 
from India dispelled also in the 
business community the last doubts 
about the approach of fundamental- 
ly new conditions within a sphere 
which for generations had belonged 
to the working field of any sort of 
British enterprise, and whose fruits, 
giving mutual benefit to all partners 
sharing in those activities, had sub- 
stantially contributed to the national 
wealth and the international trade 
position of Britain. 


The Challenge to Britain in the Far 
East and India 


Thus the problems arising for Bri- 
tain are twofold. The task is, on the 
one hand, to remove the obstacles in 
the way of maintaining old establish- 
ed manufacturing, trading, banking, 
conveying channels; this task has 
much in common with that of other 
nations having economic interests in 
the Far East. The particular and 
particularly complicated British pro- 
blem springs naturally from the con- 
sequence inherent in the new order 
being built in India and, to a lesser 
degree, in Burma. But pointing to 
the complexity of the change which 
is almost without precedent in 
modern history does not mean that 
the situation Britain is confronted 
with is unavoidably bound up with 
losses in the commercial and finan- 
cial standing. Sacrifices there will 
be in the first instance, but whether 
in the long run they turn out to be 
well balancing investments or per- 
manent losses, remains to be seen. 
Assured markets and _  integratea 
economies offer advantages which 
Britain and India mutually and 
equally enjoy; therefore the existing 
links are not likely to be broken light- 
heartedly. But profound changes 
will take place which, however, will 
affect all countries maintaining 
trade relations with the Far East. 
They have their origin in the spread- 
ing of Asiatic nationalism to. the 
economic field and in the aftermath 
of the war which brought destruction 
to Japan, weakness to China, but 
tremendous gains in industrialisation 
and modernisation to India, 
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Bases for Anglo-Indian Cooperation 


Although the change in the struc- 
ture of Indian economy does make 
the settlement perhaps more diffi- 
cult, no financial or commercial 
obstacle to the political transforma- 
tion is conceivable, since the com- 
plementary nature of the British and 
Indian economy contains many basic 
elements of compromise, 


It is necessary to keep in mind the 
industrial progress India has gone 
through. Not only has_ production 
and production capacity increased, 
but the process became more and 
more a purely Indian one with 
shrinking capital or managerial in- 
fluence from outside, i.e. Britain. 
Between 1918 and 1939 the number of 
factories in India rose from less than 
3,000 to almost 10,000, of which 1,700 
were classed as large industrial un- 
dertakings. The cotton industry, as- 
sisted by import duties, dominates 
the home market at the expense of 
British manufacturers. The import of 
cotton piece-goods from Lancashire 
fell from over 3,000 million yards in 
1913 to about 200 million yards in 
1938 /39, which means big strides to- 
wards self-sufficiency. Steelworks 
belonging to the all-Indian Tata- 
Trust represent the largest steel pro- 
ducing unit in the British Common- 
wealth and Empire. Striking pro- 
gress was also made before World 
War II in the manufacture of sugar, 
soap, cement, glass, paper, hardware, 
matches and in a number of minor 
industries of modern type, such as 
electric lamps and appliances, cook- 


ing stoves, tyres, paints, asbestoes 
goods and enamels. Most of these 
enterprises have been’ established 


with Indian capitaland under Indian 
management. Even where British 
management is still substantial or 
prevailing, as in jute, coal and tea, a 
large and growing share of the 


capital invested is owned Dy 
Indians. The cotton industry has 
always been mainly in In- 
dian hands, and now more 


than 70 per cent. of the capital in 
the jute industry belongs to Indians. 
Sugar refinery is entirely under In- 
dian control and supplies the whole 
home market. This proof of reced- 
ing British predominance in India’s 
economic life will serve to see econo- 
mic effects of the impending settle- 
ment in the right perspective. 


Great Material Progress of India 


But this is only part of the picture. 
“The ascendancy of § indigenous 
economic forces was considerably 
accentuated by World War Il. Since 
1938 /39 output of petrol has risen by 
35 per cent., paper by 65 per cent.. 
cement by 25 per cent., finished steel 
by 30 per cent., paints by nearly 100 
per cent. Owing to huge expenditure 
in making India a base for large- 
scale warfare, the country has been 
left with new roads, bridges, airfields, 
improved port facilities ete. The 
war has brought massive wealth to 
the contractors and manufacturers 


with corresponding increase in wage 
incomes by higher wage rates and 
greater employment, an appreciable 
by-product being the training of 
Indian craftsmen Already since 
1931, when Britain left the gold 
standard and adopted imperial pre- 
ference, India’s exports to Britain 
had caught up with her imports. 
whereas before they had been much 
smaller. This process has continued. 
Apart from the exceptional upstart 
created by the war, some structura. 
economic changes were bound to 
come at any rate after the cessation 
several decades ago of new British 
investment, after the industrial de- 
velopment described above, and after 
the commercial measures which pro- 
tected young industries and gave 
Indian goods free or preferential 
entry to British markets. The urgent 
war needs of the Allies did the rest. 
British competitive power diminished 
and the result is that many of the 
“traditional” economic grievances of 
India have actually already been 
removed well before the coming in 
force of the constitutional reforms. 
With the accumulation of funds in 
Indian hands and a contraction of 
the rural indebtedness, pointing to 
greatly improved’ financial position 
of the Indian masses, the way is free 
for the introduction of many reforms 
in the land system, its econornic or- 
ganisation, technique and equipment. 
The government of India has ela- 
borated long-tern plans, providing 
for the expenditure of £200 million 
per year for roads, railways, agricul- 
ture, irrigation, public health, educa- 
tion etc. 


The Shape of Future’ Relations 
Between Britain and India 


This might be the great opportu- 
nity for the introduction of a new 
era in the economic and financial 
relations between India and Britain. 
Industrialisation, rationalisation and 
increased efficiency do not entail a 
reduction in trade; the whole inter- 
national negotiations for freer trade 
gcing on at present are based on the 
opposite view. If India is to con- 
tinue the present process she will 
need rmore equipment for public utili- 
ties, for sanitary and public health 
purposes, for better housing and do- 
mestic facilities, for the extension of 
education etc. The independent 
India will have much less~ objec- 
tions to obtaining such goods from 
Britain, and as she will be free to 
hire capital and expert assistance, a 
great field for new British invest- 
ments will be opened. 


At this point one of the major 
financial problems of post-war Bri- 
tain, the enormous sterling debt to 
India, comes into the picture. Be- 
fore the war Britain had been the 
creditor. Since then India has not 
only repatriated nearly the whole of 
her external debt of about £300 mil- 
lion, but Britan owes India not less 
than nearly £1,250 million out of 
total sterling debts now amounting to 
£3,750 million. The problem of set-. 


tling these liabilities to the best 
niutual advantage, or with the least 
possible harmful repercussions, is 
complicated by the accompanying 
state of suspense in the political re- 
lations between the two countries 
and also by some provisions of the 
Anglo-American loan agreement of 
1945. 


Sterling Free Convertibility and India. 


By far the greater part of all the 
sterling balance was incurred in 
financing the war, and the debt to 
India was contracted principally in 
the defence of India. It represents 
the heavy prices Britain had to pay 
for Indian goods and services, where- 
fore it is sought to make clear that. 
the full amount of such a debt should 
not fall upon Britain without any re- 
mission. It has been calculated that, 
despite very low interest rates, the 
debt service for Britain’s total exter- 
nal debt would require the whole net 
output of over 600,000 British workers 
until beyond the turn of the century 
Against this background the desire of 
India to use as much of her sterling 
assets as possible to finance her own 
industrial development must be 
judged. In her present currency 
shortage, Britain can ill afford un- 
requited exports, as the Chancellor 
of the Exchequer called them, ie. 
deliveries of goods, the payment for 
which consists in striking off the 
equivalent amount from the sterling 
debt, while there is a ready market 
for selling the goods against hard 
cash in hard currencies. The dilem- 
ma will become still more obvious: 
after July next, when currently ac-. 
cruing sterling will acquire automa- 
tically free convertibility. Britain 
has been exporting lately more to: 
India than she has imported from 
there, but a substantial proportion of 
those exports has served only to pay 
off part of the accumulated debt to 
India. There has also been a certain 
amount of Indian investment in ster-. 
ling securities, repatriations of shares 
of Indian undertakings and even not 
infrequent instances of buying shares: 
of British enterprises; the manufac- 
ture of cheap cars in Britain is going 
to be opened with Indian capital— 
derived from the sterling assets. 
There seems to be a tendency among 
Indian capitalists to spread invest- 
ment risks by investing part of their 
own money in Britain. These pur~ 
chases are no longer confined to the 
shares of tea plantations or jute, steel 
power and _ traction companies. 
Whatever the outcome of the current. 
negotiations, the settlement of the 
sterling debt will play an important 
part in the economic transition of 
India and, at the same time, largely 
determine the degree of economic 
co-operation between Britain and@ 
India in the coming years. 


Intensification of Anglo-Indi 
Trade Sib ove 


The necessity of such co-operation 
is now no more contested anywhere. 
Indian leaders, although declaring 
that their future Government will re- 
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ject special safeguards for British 
commerce and industry in India, 
acknowledge that the links of 150 
years cannot be severed without 
causing much damage; a vast growth 
of Indian industry, commerce and in- 
ternational trade will of itself ex- 
pand the British connection. The 
Indian Government is already faced 
with production problems  fore- 
shadowing the test which political 
independence will bring. Output in 
several industries has fallen from 
war-tiine peaks, and though it is 
higher in others demand has so 
much increased that proportionately 
supply is less than before the war. 
This helps to realise that the inter- 
ests of Britain and India in the 
economic field are complementary. 
Even if Britain were able, which it is 
not, to provide India with dollars for 
the quick purchase of American 
capital goods, no lasting advantage 
would result. India needs the help 
of the whole world in executing her 
industrialisation plans, but admits 
that the wholesale importation of 
highly mechanised American me- 
thods of construction would chiefly 
Tesult in causing widespread unem- 
ployment at very little saving of ex- 
pense. 


There is, therefore increasing pro- 
spect that India will try to keep the 
pace of industrialisation in step with 
the pace at which Britain can supply 
her with capital goods. Speed of in- 
dustrialisation, moreover, js not only 
a question of supply, but of adminis- 
tration and management. India has 
so far depended in varying, though 
lately diminishing, degrees upon Bri- 
tish skill and experience in the dif- 
ferent classses of technical and ad- 
ministrative personnel, a large part 
of which might retire after the 
British withdrawal. Training of en- 
gineers, either in Britain or under 
British supervision, has made con- 
siderable progress in recent years, 
but in the branches of heavy ma- 
chinery, electrical machinery, loco- 
motives, aircraft, autocars, tractors 
etc. the need for technical manpower 
is urgent. India displays much 
readiness to use available British re- 
sources in this field. 


Britain’s Opportunities in the De- 
velopment of the New India 


British enterprise, capital and skill 
will find wide potentialities in the 
evolution of the new India which will 
hardly start on the principle of a 
closed economy. The usefulness of 
foreign capital is recognised. and the 
announcement of new high taxes, 
which might affect the willingess of 
British business and finance to adapt 
or strengthen its activities in India, 
is a general measure and not direct- 
ed against the British. The wish to 
demonstrate the achievement of com- 
plete autonomy also in economic 
matters might find some external 
expression. But proof of the desire 
to preserve the basis if not the pat- 
tern of commercial and financial re- 
lations is seen from two recent 
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EXCHANGE & FINANCIAL MARKETS 


Prospects of US$ Transactions 


Last week’s turnover at the unofficial 
T.T. New York market was relatively 
small, only some US$500,000 having 
been sold. There are some resourceful 
sellers here but they hold back so as 
not to depress the rate. 


The opening rate of the current week 
was $498 to 500, with the usual tung 
oil exporters. selling and merchants 
from Shanghai, the Middle East and 
Hongkong gingerly buying. 


There is much guessing in the market 
about the future trend in the rate; 
while many hold that the T.T. rate 
wili remain at its present level, i.e. 
500, there are about just as many who 
believe that developments to follow 
the great day of July 15 will influence 
the local T.T. (and US draft and note) 
rates adversely, The arguments by 
the T.T. speculation a la hausse sound 
convincing, but so do the arguments 
of the opposition. We have not yet made 
up our mind and therefore agree with 
both sides. 


From merchant reports it appears 
that vegetable oil exports are booming 
and there will continue substantial and 
regular offerings of US$ in New York. 
More and more local] and recently ar- 
rived traders specialise in tung oil and 
other oil exports and this great effort 
should further strengthen our open 
funds resources in America. 


Our market is a small affair from 
the point of view of international cen- 
tres of finance. To disvose here of 
11S$100,000 is quite a big thing. and 
the rate is certain to react violently, 
either up or down (according to either 
a buying or selling order). The rather 
limited circle of traders operating in 
the T.T. market appreciates its nar- 
rewness and moves verv carefully in 
order to avoid upheavals. Speculators 


have no doubt taken advantage of the 


instances: India’s new exchange re- 
gulations put the pound sterling for- 
mally in the same position as other 
foreign exchange, but in fact the 
mechanics of the present system will 
be virtually maintained; the rupee 
has been tied to gold instead of the 
pound sterling as_ hitherto, but 
the legal change will not alter the 
strength of the natural links. The 
business community is convinced that 
many Indians are anxious to co- 
operate with Britain in finance and 
industry, because in their view future 
prosperity lies in working together, 
whether within the Commonwealth 
or otherwise. As _ India’s. struggles 
are economic rather than political, 
Britain can best meet Indian ambi- 
tions by an economic approach. 


weakness of our market; they could 
easily push the rate up or down in ac- 
cordance with their requirements. But 
on the whole all interested parties, 
whether they «re exporters or im- 
porters, finagciers or flight capitalists, 
seem to have never tried to ramp the 
market. 


The US$ Market 


Demand for US notes and drafts 
remained steady and importers, who 
have to purchase in the local un- 
official market the required amounts 
in US notes and drafts in order to 
deposit them with the local associa- 
tion banks, continue to support a 
stable rate. Notes quoted between 
HK$470 to 474, and drafts, provided 
they were for larger amounts, 473 to 
475 for US$100; small drafts suffered 
a discount of about 2%. 


Sellers of T.T. New York came out 
towards the end of the week and 
an otherwise not confident market 
registered a decline. The highest 
T.T. rate during the past week was 
HK$505, the lowest price 496; sellers 
had, in many instances, to be satis- 
fied with only 492-494. 


Much speculation is rife here re- 
garding the effects of the new order 
of sterling transfers subsequent to 
July 15. It appears that, while no 
clear estimation is yet possible, an 
influential body of opinion holds that 
sterling is liable to appreciate and 
that eventually the discount which 
sterling currently suffers on world 
free markets may disappear. Acting 
on such assumption some holders of 
US$ accounts in New York contem- 
plate to convert their funds into 
sterling, taking advantage of the 
present cheap free market rate of 
sterling. 


There have been larger buying 
orders for sterling in New York and 
since the American market is not 
well supplied (mestly from Near 
and Middle Eastern financial and 
merchant sources) with sterling, 
potential buyers have also turned to 
other free or virtually free markets. 
Hongkong represents, in fact though 
not de jure, a virtually free exchange 
market. It is therefore possible that 
prospective buyers of sterling may 
offer US$ in New York in the local 
exchange market which development 
ought to bring about a further de- 
cline in the T.T. quotation. 


The Hongkong/New York cross 
rate of last week (June 23-28) opened 
at US$318, and closed at US$322.58 
for £100 (HK$1,600). Against the 
official rate of exchange the week’s 
closing cross rate amounts to a dis- 
count of sterling of less than 20%. 
Compared to the highest T.T. rate in 
June the cross rate has considerably 
improved; while in mid-June it took 
£32 to 32} to buy US$100, the month 
closed at £31 or HK$496. 


130 


Last week’s free market in New 
York quoted sterling at US310 buy- 
ing, and between 313 to 315 selling. 
Throughout the month of June free 
sterling remained unchanged at the 
above rates. We understand how- 
ever, that some transactions were 
done in New York at lower prices, 
between 306-308, during the earlier 
part of June. The current New York 
sterling cross rates correspond to 
local rates of HK$508 to 516. 


The Gold Market 


The local gold & silver exchange 
had a large turnover of gold in bars 
and coins, with considerable ship- 
ments of gold to China. Bullion and 
general merchants from Shanghai, 
Canton, Swatow, Amoy, Kunming 
and Hankow were lively buyers. 
Prices of gold in the various bullion 
markets of China were strong and 
demand by big and small buyers all 
over China continues. 


Gold is one of the few safeguards 
of the Chinese people to preserve 
their capital from complete annihila- 
tion by the Chinese Govt’s planned 
policy of inflation. 


The week’s maximum price was 
$303, the lowest price $2843. Can- 
ton’s illicit gold market, which was 
very active though rather confused 
in face of the great increase of the 
CN$ _ circulation, quoted usually 
slightly higher than Hongkong, the 
week’s maximum price equivalent 
having been $308 per tael. At 
prices ranging from CN$2 to 25; mil- 
lion several tens of thousands of 
taels were turned over in the Can- 
ton black financial market. 


The firmer local gold prices were 
caused by reports which convinced 
the majority of bullion dealers and 
native bankers that future imports 
of gold will be difficult to arrange. 
As from the last week the chief source 
ot gold exports in 1946 and this year, 
Mexico, has declared an export em- 
bargo. Although local hoards are 
large the principal consideration for 
the future development of the local 
gold price depends on the US$/gold 
cross rate in China. If gold prices 
in China remain on the present level 
in terms of foreign exchange, no 
improvement in the local price can 
be expected. The gold cross rate last 
week was about US$49 per troy 
ounce, approximately the same as 
quoted all over China. 


Hongkong Gold Imports & Exports 

Total gold imports during Janu- 
ary/May 1947 amounted to $47,925,600 
or a quantity of about 220,000 troy 
ounces. Practically all gold origin- 
ated in Mexico but shipments were 
often directed via San Francisco and 
other U.S. ports as well as via 
Manila. Gold suppliers were: Mexico 
$14,969,000; U.S.A. $25,965,000; Philip- 
pines $1,290,000; and United King- 
dom $1,290,000. Shipments arrived 
in January for a value of $29,364,000, 
in February for $18.415,000, and in 
April for only $146,000. No gold im- 
ports were recorded here for March 
and May. 
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Gold imports in 1946 totalled about 
180,000 troy ounces, valued $39,497,- 
000, practically all gold originating 
in Mexico. Of the 1946 gold imports 
coins and bars for a value of $20,197,- 
006 were shipped directly to Hong- 
kong while $19,300,000 worth of gold 
was shipped here in transit for 
Macao. 


Total gold imports since the end 
of war, ie. fore1946 ands ifirst..5 
months of 1947 aggregated approxi- 
mately 400,000 troy ounces, valued 
$87,422,000. 


Gold exports from Hongkong were 
only recorded as far as transit ship- 
ments to Macao were concerned. 
Other gold exports, which were con- 
siderable since only relatively littie 
gold imports were intended for con- 
sumption of the local market, left 
the- Colony by devious routes, mostly 
bound for China but also, to a 
smaller extent, for Siam and India. 
Gold exports are under Government 
control; however, no export permits 
have been granted except for tran- 
shipment to Macao. 


Total exports of gold from Hong- 
kong to Macao’ were: in 1946: 
$19,300,000; for January/May 1947: 
$43,216,800 (viz. in January $23,847,- 
700; in February $17,594,100; and in 
May $1,775,000; in March and April 
no exports)), making a total of 
approx. 290,000 troy ounces, valued 
$62,516,800. 


Macao Gold Imports & Exports 


Gold trade in Macao is controlled 
by the Portuguese authorities who 
issue freely imports permits and 
allow the export of gold provided 
that gold dealers can produce an 
import licence from a foreign gov- 
ernment. So far Macao has _ only 
imported gold, mostly from Mexico 
via Hongkong, and has not issued 
any export permits with the excep- 
tion of a small lot which went to 


India (from where a gold import 
licence was produced) 
Theoretically, there should be 


stored in Macao: about 290,000 troy 
cunces (which were imperted into 
Macao via Hongkong as listed above), 
plus such other gold imports which 
were effected directly, ie. without 
heing recorded in Hongkong as gold 
in transit for Macao. 


_ The Macao Government has issued 
import permits for a total of about 
900,000 troy ounces of gold; in our 
issue of April 30, pp. 202/3, we gave 
an estimate which was about 10 per- 
cent lower. As some 300,000 ozs have 
already been shipped to Macao, 
about 600,000 ozs are still cutstand- 
ing on these gold import permits. 
In view of the ban enforced by 
Hongkong Govt in regard to any gold 
imports into Hongkong, which in- 
cludes also gold imports in transit 
for Macao, no further gold shipments 
to Macao can be made via Hong- 
kong; only direct gold imports can 
now be carried out, ie. either air- 
craft or ships have to discharge gold 
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without using Hongkong. The most 
convenient way for direct gold im- 
ports into Macao is the charter of 
aircraft which could make a non- 
stop flight between Manila and 
Macao. Hydroplanes are most suit- 
able in view of the rough conditions 
ot Macao’s airfield. 


Macao’s Gold Trade 


Practically all gold imported into 
Macao has been smuggled out of the 
Portuguese Colony into China. Any 
new imports, to be effected under 
the outstanding import licences for 
about 600,000 ozs, will also be trans- 
ported into China. Th question of 
direct imports and method of export 
smuggling is of minor importance; 
the decisive factor is the price 408 
gold in China in relation to the price 
of gold on the open gold markets 
abroad. 


In addition to the unused gold im- 
port permits, there is a considerable 
number of already used permits out- 
standing; the gold importers refused 
to surrender their import permits 
upon completion cf the gold ship- 
ment to Macao, soime claiming that 
only part of their gold orders from 
abroad has been covered by the per~ 
mit and that therefore the import 
permit must be retained by the im- 
porter until the final instalment has 
arrived in Macao; and others have 
the insolence to state that they lost 
their import permits. Their inten- 
tion is to use again these import per- 
mits against which already ship- 
ments have been consummated. 


Furthermore, the Macao Govt has 
discovered that many of the original 
32 recipients of gold import permits 
sold, against a premium, their per- 
mit forms, and again these permits 
were re-sold, and re-re-sold, always 
against some “cumsha.” Such ~ 3- 
cedure is contrary to the stipu..cion 
of the import licence. 


The Maca» Govt has been compel- 
led to take steps against this abuse 


of gold impcrt permits by gold 
dealers and native bankers. Al- 
together 32 individuals and _ firms 


obtained from Mac Govt gold im- 
port licences. It will now be neces- 
sary to compel the. importers, who 
have not complied with the Govt re- 
gulations, to surrender . their per- 
mits or otherwise prevent them from 
landing any gold in Macao. Such 
gold dealers are not cooperating with 
the Macao Govt; they try to import 
larger quantities of gold, which of 
course is quite alright with the 
Macao authorities, but they have 
evaded to pay to Govt the import 
licence fees and incidental charges. 


In order to frustrate these evasive 
practices of gold importers, the 
Macao Govt has issued an order that 
future gold imports into Macao will 
cnly be permitted if the sanction of 
the Governor of the Colony is first 
obtained. It was erroneously re- 
ported in the Jocal gold market, 
based on a misleading United Press 
release, that Macao has banned goid 
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imports; this story has led to specu- 
lative movements in the gold market 
and people who knew the facts, 
which are contradictory to the re- 
port, have been making good profits 


Gold imports into Macao can be 
freely made provided that shipments 
are covered by an old import per- 
mit issued by the Macao Govt. The 
issue of further gold imports, against 
the usual payment of fees, is a mat- 
ter of course, however, there are still 
over half a million troy ounces out- 
standing on previously issued per- 
mits so that no incentive is provided 
for fresh applications by gold dealers 
with the Macao Govt. 


The Portuguese authorities have 
no objection to treasure trade, and 
the Home Govt, i.e. the Colonial 
Ministry in Lisbon, has not interven- 
ed although some time ago certain 
Portuguese Govt officials were con- 
sidering the question of continued 
gold imports into Macao, from the 
angle of cooperation with the Chi- 
nese Govt who, as is well known, is 
anxious to prevent gold import 
smuggling from Hongkong, Macao, 
and elsewhere into China. 


The present difficulty of gold 
dealers in Hongkong and Macao, 
which chalienges their imagination, 
is the supply and price position; the 
principal source has been Mexico 
where last week a’ gold export em- 
bargo was announced. The Philip- 
pines will certainly bow to the Inter- 
national Monetary Fund request and 
will suspend gold exports; however, 
in the past Manila did not come into 
the local gold market picture at all. 


Provided that gold can be purchas- 
ed abroad at a price which leaves a 
moderate profit margin for the gold 
dealers and their financing bankers, 
such gold will be either shipped or 
airlifted into Macao from where it 
will be transported into China, 
irrespective of gold import permits 
and other paper forms required. 

Gold imports into China have been 
carried out during recent months 
also via Bangkok; Chinese mer- 
chants at first shipped gold into 
Bangkok and then transported it to 
the Burmese or Indochinese/Yunnan 
frontier where other merchants and 
erganisations took over. 


I.M.F. Parities & Local Markets 


The International Monetary Funds’ 
parities were published in our 
issue of February 5, page 64. The 
fine gold contents of HK$1 have been 
fixed at 0.223834 grammes, and one 
troy ounce is to equal HK138.958. 
However, the open market price for 
gold amounted last week to abovt 
$240 per oz., ie. the open market 
price is about 70 percent higher than 
the I.M.F. parity. 

The local open gold market quoted 
last week in terms of US. dollars 
one ounce of gold about 40 percent 
higher than the official price of the 
US. Treasury which also is the I.M.F. 
gold parity (I.M.F. parity US$35 per 
troy oz., last week’s gold cross rate 
average US$49 per oz.) 
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According to the I.M.F. pality one 
US dollar is to equal HK$3.97022, or 
HK$1 corresponds to US$0.251875. 
Hewever, the local black market rate 
last week for US$ was: HK$4.96 for 
Ten and soaiKS472, Stor drafts. tor 
US$1,; or HK$1 to equal US$0.2016 
for T.T., and US$0.212 for drafts. 


The U.S. dollar is, accordingly, 
quoted on the black market 18 per- 
cent for drafts, and 24 percent for 


T.T. higher than the I.M.F. parity 
for HK$/US$. 
Suspension of International Gold 


Transactions 


The International Monetary Fund 
has requested last week all member 
countries to suspend gold transac- 
tions at prices above the interna- 
tional parity. 


During the past year and until now 
many countries exported gold, either 
through the central bank or through 
brokers, at prices in excess of the 
agreed gold parities of the I.M.F. 


Mexico, Peru, Middle Eastern coun- 
tries were conspicuous sellers. Re- 
cently the Philippines have resumed 
gold exports at premium prices. 


Such gold exports are considered 
by the I.M.F., and by the British, 
American and other governments, as 
disturbing the exchange relations 
between the member countries of 
the I.M.F. Gold transactions at a 
premium involve a loss to monetary 
reserves of member countries since 
much of the gold goes into private 
hoards rather than into central 
banks. A primary purpose of the 
I.M.F. is world exchange stability and 
in order to uphold it all member 
countries have to stop all direct or 
indirect purchases and sales of gold 
at higher than parity prices. 


As regards domestic gold  trans- 
actions at premium prices the I.M.F. 
has reached last week the conclusion 
that the Fund would not object at 
this time to such transactions unless 
they have the effect of establishing 
new rates of exchange or undermin- 
ing existing rates of other member 
countries, or unless they result in a 
significant weakening of the inter- 
national financial position of a mem- 
ber which might affect its utilisation 
of the Fund’s resources. 


The previous tacit approval by 
Hongkong Government as_ regards 
gold transactions in the local gold & 
silver exchange assumes, under the 
clarification of “domestic gcid trans- 
actions” as announced last week by 
the I.M.F., new significance. As in 
so many other instances affecting 
finance and commerce of the Colony, 
the Government has shown in its 
treatment of local bullion trading 
much concern for promotion and re- 
babilitation of the business of the 
gold market. 


As an immediate consequence of 
the IMF. request to suspend gold 
transactions at premium prices. in 
international trade, the Mexican 
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Govt has announced a gold export 
embargo. Already some menths ago 
the Mexican State Bank commenced 
gold export control but this measure 
was not seriously observed. As from 
June 25, no further gold exports from 
Mexico will be allowed, 


_The Hongkong market has been in- 

fiuenced by the Mexican gold sales 
suspension; all contracts made be- 
tween gold importers and banks have 
been cancelled. No gold import can 
be expected for the time being. 


Nevertheless, some of the more in- 
genious brokers will find one or two 
new sources for mederate gold im- 
ports into China, if not via Macaa 
then via Bangkok, provided that the 
prices offered by Chinese buyers and 
sellers abroad leave some profit for 
the bullion dealers and bankers. 


Mexican gold exports during 1946/ 
47 netted the Bank of Mexico a very 
large profit. The gold coins, very 
popular here and in China, of Pesos 
50 each, were sold at US$47.57 per 
coin (equalling one tael) or US$39.53 
per troy ounce, nett. The Hongkong 
landed cost price per coin (tael) 
fluctuated according to transporta- 
tion, insurance, commission, interest 
and other charges, on the average 
amounting to US$51-52 (or at the 
average local T.T. New York rate 
about HK$260). The Mexican State 
Bank made a profit of 13 percent as 
they obtained during the world war 
large quantities of gold from the U.S. 
for war material deliveries at the 
official price of US$35 per oz. 


Silver Market Collapse 


The Indian Government last week 
made a fateful announcement which 
resulted in the suspension of all ship- 
ments of silver from here to India and 
the collapse of the market quotations. 
The announcement by the Government 
of India stated that it was prohibited 
to ship in transit any gold or silver to 
Indian ports. ; 


Recently, a number of native Indian 
states had circumvented the British 
Indian gold & silver import embargo 
by permitting treasure imports al- 
though they, as everybody, knew that 
eventually all silver would find its way 


into the various black markets, mainly 


inta Bombay. It was particularly the 
state of Jamnagar with its small un- 
developed herbour of Bedi Bunda 
which conspired with bullion dealers; 
not unlike Macao with its useless har- 
bour as far as ocean going ships are 
concerned, Bedi Bunda was selected by 
silver importers as the port. of destina- 
tion, and Bombay had to be chosen as 
the port of transit. 


The Indian Govt, foreseeing an ex- 
treme shortage of sterling and suffer- 
ing since many months from a dearth 
in US dollars, had to clamp down on 
all unessential imports, particularly 
treasure. The transhipment prohibition 
of last week, the Indian Govt’s reply 
to “smart guys” like Jamnagar, has 
now put to a temporary end all silver 
imports into India. ‘ 
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The local market was comfortably 
living on the Indian business. Large 
shipments to India were regularly put 
through, and prices could be charged 
which were from 25 to 40 percent 
higher than world market prices. The 
recent boom caused by the impetuous 
orders placed by silver brokers who 
consigned their precious cargo for 
Bedi Bunda has now found its end-— 
and so have the high prices. 


The decline from the recent peak of 
$4.10 to the July 1st price of $2.70 per 
oz amounts to 35 percent. New York 
quoted last 61% cents per fine ounce, 
and on July 1, the price improved to 
62% cents. London quoted last week 
37d spot, 36%d forward, and on July 1, 
38d and 37%d respectively. The cur- 
rent Hongkong price of $2.70 is still 
far in excess of the London price, 
equalling about 41d., i.e. about 8 per- 
cent over the world market. 


Last week’s local _ silver 
prices were as follow:— 


average 


Silver dollars: $2.34 high, $2.11 low. 
Silver coins of 20. cents: $1.78 
high, $1.61 low. Fine ounce: $3.71 high, 
$3.35 low. 


The outlook for silver exports is dis- 
couraging. India is the only market 
which can buy sizeable quantities but 
this market will remain closed for a 
long time to come. After July 15, when 
sterling will become to all intents & 
purposes a hard currency the world 
over, India will have to conserve what 
sterling she will be able to earn from 
exports, and there will be nothing left 
to finance silver and other luxury im- 
ports. 


Hongkong’s trade with China will be 
somewhat affected; so far imports 
from China of millions of ounces of 
silver have bolstered if not the Chinese 
Govt. so the Chinese traders foreign 
exchange resources, and commodity 
purchases from abroad could be made 
for the proceeds from silver exports via 
Hongkong to India. This source of for- 
eign exchange revenue will be strong. 
ly curtailed with the result that less 
commercial cargo will be ordered from 
foreign countries. 


Silver exports during the first five’ 
months of 1947 were as follow:— 


January: $12,731,000 (to 
$11,891,000, to U.K. $840,000). 
February: $4,419,500 (all tu India). 


India 
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May: $5,015,300 (to India: $3,759,000, 
to U.K. $1,256,300). 


Total for Jan./May 1947: $25,542,000 
(to India $23,416,000). 


In 1946 total silver exports were 
valued at $30,968,000 (about 60 percent 
to India, 40 percent to U.K.). 


In 1946 exports of silver aggregated 
approx. 9 million ounces, and _ for 
Jan./May 1947 exports amounted to 
about 7 to 8 million fine ozs. 


Imports of silver were never re- 
corded in the trade statistics of Hong- 
kong, the improbable assumption being 
that much of the silver originated in 
the Colony where it was hoarded since 
before the war. 


The Shanghai Market 


The week of June 23-28 has great- 
ly upset the black markets of Shang- 
hai and cost of living has advanced 
by about 100%. The progress cf 
monetary inflation is about commen- 
surate. 


Shanghai goes through a series of 
financial crises. The National Govt 
is internally and externally, morally 
and economically bankrupt. The 
oft-predicted collapse of China has 
already started but it is a long 
drawn-out process the culmination of 
which will issue into great violence. 
It has become customary to refer to 
China of today as “chaotic China” 
and month after month chaos 
spreads farther and deeper. 


The black market rate of the US$ 
increased during one week by about 
100 percent, some foodstuffs and 
commodities advanced faster. From 
CN$30,000 per US$1, quoted June 14, 
the price came up to CN$40,000 at 


the beginning of last week, and top-: 


ped the . record later at CN$60,000. 
At the close of the past week, after 
profit taking and the usual reaction, 
the price settled at OCN$48/50,000. 
US$ drafts and T.T. New York found 
buyers at CN$60,000 and over. The 
HK€ quoted at the end of last week 
CN$10 to 11,000. Gold was sold from 
CN$23 to 2% million per ounce. The 
gold cross rate, in terms of US notes 
and T.T. New York, was respectively 
US$45 and 55. 


Since the beginning of 1946, ive. 
within 18 months, the Chinese money 
has depreciated in terms of Hong- 
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The CN$ Market 


The past week’s highest and lowest 
prices for CN$ were as follow: (for 
one million of CN$): spot $161-136; 
forward $1144-874; Shanghai remit- 
tance $119-96; Canton remittance 
$149,-132. 


Shanghai money was pouring into 
Hongkong and South China, billions 
of freshly printed notes were offered, 
and 50,000 dollar bills were expected 
to be on the market soon. Inflation 
was greatly stepped up and the bank 
note printers in Shanghai, working 
day and night in three shifts, could 
not cope with the demand; however, 
bank notes printed abroad _ tem- 
porarily helped to ease the fantastic 
cash demand by the Chinese Govt 
and the Army. 


Shanghai money dropped, in terms 
of Canton and South China money, 
day after day, being discounted in 
Canton between 25 to 32%. The 
Canton-Shanghai remittance rate 
fluctuated between Canton $77 to 68 
for Shanghai $100. Most foreign 
observers are quite amazed about 
this phenomenon; within one coun- 
try, nota bene under the control of 
the Nanking Govt, the bank notes of 
the Central Bank of China have en- 
tirely different values and remitting 
and re-transfer of NC$ can be easily 
manipulated for the purpose of mak- 
ing huge profits. The pre-requisite 
for such “transfers” is of course the 
control of the bank note press. 


Bank Note Markets 


Pound notes were bought from ex- 
change shops at prices ranging from 
$13.20 to 13.50. Travellers bound for 
U.K. avail themselves of the local 
facilities to carry with them the per- 
missible maximum amount of £20 in 
either smaller or larger denomina- 
tions, and quite a few are suspected 
of carrying with them considerably 
more. There are also some buyers 
of £ notes in the market who ex- 
plain that their purchases are made 
for mailing bank notes to their 
friends or associates in U.K.. an 
iJegal practice however, which, if 
discovered, may lead to unpleasant 
and very costly consequences for the 
recipients. 


I.C. piastres were weak and a rise 
in the local unofficial quotation is 


March: $150,000 (all to India). kong dollars by about five thousand not expected unl 
April: $3,226,500 (all to India). percent. : news mone from fateou: at 
HONGKONG UNOFFICIAL EXCHANGE RATES (IN HK$) 
CNS (per one million) er 100 
Gold per Tael _ Spot Forward S’hai Canton US$ (per 100) ns : 

June High Low High Low High Low its ua TAP ENote Draft: LT. L.C.$ Guilder Baht 
23 290% 284% 154 151 102% 985 117 145 472 473 505 10.80 17.60 20 
24 297% 291% 161 157 105 9854 115 143 473 474 507 11 17.25 19.80 
25 294 289% 158% 155 114% 102 110 144 472 473 500 11.30 20.50 19.70 
26 303 293 146 136 92% 87% 100 138 472 473 498 125 21 19.70 
27 303 293% 150 145 £8% 92% 105 143 470 475 497 11 19.60 19.50 
28 301% 297 147% 39146 G2% 91% 108 140 470 473 496 at 19.30 19.50 
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The Nica guilder went down once 
to $17 but then recovered to 19-20; 
the political situation in Java is 
tense and the happy days of last 
March, when perfect peace between 
the Dutch and Indonesians appeared 
to be in the offing; are now far off. 
The outlook for a better basis of 
Dutch-Indonesian cooperation is re- 
flected in the local rata The Siam- 
ese baht was neglected but the rate 
is steady. 


The black exchange market in 
Japan has recently experienced con- 
siderable appreciation of the yen and 
a firm yen rate in terms of US$, £ 
and other foreign bank notes is ex- 
pected. The official quotation of the 
U.S. Army in Japan, which is also 
the rate which is recognised by all 
U.S. Govt agencies in dealing with 
Japan, is 50 yen for US$1. 
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CHINESE EXTERNAL LOANS: 
(in London, in £) 
Tientsin-Pukow Railway, 5% ........... 
-Lung Tsing U Hai Railway, 5%, 1913.. 
Reorg Loan, 5% 1913 btn issue) . 
Crisp) Loan, 6% 1912: cdi ene 
Hukuang Railway, 5%, 1911 
Honan Railway, 5% OO Seeve. cemccreecit 
Shanghai Nanking Railway, 5% ...... 
Kowloon Canton Railway, 5% Steriin 


The state of insolvency in which 
China is sinking after the end of the 
war is well expressed in the quota- 
tions of Chinese external loans as 
quoted in London. Bondholders 
have a very low opinion of the ability 
and willingness of the Chinese Govt 
to meet its obligations. Compared in 
prices prevailing 9 months ago the 
current quotations of Chinese exter- 
pal loans are about 30 to 40 percent 
ower. 
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1940 1940 1946 1947 
high low Sept. June 27 
eReaaeaeree 16 8 27 19 
14 8 23 16 
43 18 51 33 
30 13 49 32 
A9 12 28 18 
Fitouts 16 9 32 20 
tee reo 21 12 29 18 
g Bonds 17 6 23 16 


In this connection it is interesting 
to compare the current quotations of 
Japanese bonds as quoted in London, 

Japan 5 percent, 1907/47 £304; the 
6 percent, 1924/59, £314, the South 
pate tal Railway 5 percent of 1925, 


Doubtless, defeated Japan is re- 
garded as more solvent than China 
of today. 
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COMMERCIAL MARKETS 


TRADE BETWEEN HONGKONG AND 
KWANGTUNG 


South China’s officials and mer- 
chants are anxious to develop trade 
with Hongkong and to prevent the 
expansion of more export and import 
controls as drafted by Nanking. 
During last May several visits of pro- 
minent merchants and Chambers of 
Commerce officials were arranged 
both in Canton and here, and agree- 
ment was general that further res- 
trictions on trade would not be sup- 
ported by the merchant communities 
in the Colony and South China. 


The Chairman of the United Can- 
ton Municipal and Kwangtung Pro- 
vincial Chamber of Commerce, Mr Ho 
Tsap-ping, addressing last May 23 a 
luncheon party given in honour of 
the visiting officials of the Hongkong 
General Chamber of Commerce, very 
ably summarised the position as fol- 
lows: “While recognising the in- 
evitability of restrictions during the 
post-war transitional period, such 
restrictions must be considerably re- 
laxed in the near future to enable a 
smoother interchange of commodi- 
ties. Principal obstacles to the full 
restoration of trade are: 1) the de- 
preciation of CN$, 2) Chinese import 
restrictions, 3) Chinese foreign ex- 
change control, 4) exchange reauire- 
ments in connection with export 
trade.” 


The highest officials of the various 
Chinese military and civilian author- 
ities in Canton endorsed the opinions 
of merchants as summarised by Mr. 
Ho. 


However, the Central Govt. at 
Nanking, not always acting in con- 
tormity with the wishes of- Provin- 
cial authorities or the inhabitants, 
instituted recently domestic trade 
restrictions which were greatly re- 
sented by Kwangtung. At first move- 
ment of imported cargo out of 
Kwangtung was prohibited, but this 
erder was soon rescinded and move- 
ment of foreign goods out of Kwang- 
tung were allowed by the Central 
Govt. as far as Hankow. 


Highway, inland river and railway 
transportation of goods beyond Han- 
kow, especially to the China coast 
and Shanghai, remains at present 
Still taboo. The Kwangtung author- 
ities, including the military, have 
taken up the matter with Nanking 
and their demarche may lead to re- 
sumption of less encumbered move- 
ment of commodities inside China. 
To foreign observers it appears ab- 
surd that within one country, govern- 
ed by the Central Govt, domestic 
transportations are restricted. 


For the purpose of control over ex- 
ports and imports in South China, 
a “Temporary Import & Export Con- 
trol Board” was recently established 
in Canton, composed of: Central 
Bank of China, Board for Regula- 


tions ot Imports (“Import Control’), 
Board for Development of Exports, 
Chinese Customs, Canton-Kowloon 
Railway, Provinciai Govt. of Kwang- 
tung and Kwangsi. The interests 
combined under the “Control Board’ 
are varied and often antagonistic. 
Prominent officials of the Board are: 
Mr. Shen Hsu-hu, (Deputy Director, 
Central Trust of China), the Secre- 
tary General; Mr. Mak Cho-heng, 
chief of the South China branch of 
the Board for Regulations of Im- 
ports; Mr. Ting  Shi-chi, Canton 
manager, Central Bank of China. 


The Import & Export Control 
Board of Canton is now studying the 
intricacies of trade in South China 
which are heavily charged with poli- 
tics and, therefore, are rather ex- 
plosive. Board officials have turned 
their attention to an old favourite 
theme as well, viz the family remit- 
tances made by overseas Chinese via 
Hongkong. 


Another main subject for study is 
the problem of unrecorded trade he- 
tween South China and Hongkong; 
usually it is pretended that pictures- 
que smugglers and knaves are in that 
“trade.” Actually, smuggling anno 
1947 is organised and conducted by 
important groups in the country who 
are backed by all the necessary 
moral and physical power. 


Official Chinese circles in Nanking 
and Shanghai, understanding that 
not all of South China does as is de- 
creed in the North, suggest that 
Hongkong should surrender to the 
Central Bank of China all foreign 
exchange which is obtained from 
exports of China produce to foreign 
markets. That proposal is made seri- 
ously and is serious. 


Another conclusion to the foreign 
exchange dilemma of the Chinese 
Govt. is the proposal by the Central 
Trust to buy up all the tung oil and 
bristles in China from the producers 
and sell them abroad. This proposal 
is also made seriously but it is not 
serious. 


TUNG OIL BUSINESS 


Arrivals of tung oilin the native oil 
market (Nam Pak Hong) was strong 
during last week, about 6 to 7,000 
piculs having been sold. Prices are 
weak however, and the slump in New 
York foreshadows further cuts in the 
local quotation. The average price 
in Nam Pak Hong last week was 
around $120 per picul, which would 
correspond to about 90 cents per 
pound or, at the current T.T. New 
York rate, about US$0.18 per lb. To 


this price have to be added local 
transportation and commission 
charges, ocean shipping, insurance, 


etc., and both the profit of the Hong- 
kong and the New York traders. 
New York quotes now nominally 233 
US cents with some business having 
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been done at 21 to 22 US per lb. It. 
looks as if the American price, and 
therefore also prices in Europe, will 
not recover. 


Business with London was active 
and prices quoted c. & f. U.K., French 
Dutch, Belgian and other Continental 
ports were between £150 to 160 per 
ton. This price would correspond to: 
US$.27; at the official exchange rate, 
and US$0.213 at the New York free 
market rate. Some sales of tung oil 
tc London were however considerably 
lower than £150 per ton. The price 
of £160 per ton is usually charged 
for shipments to Scandinavian 
countries. 


Teaseed oil exports have improved 
and trade circles expect a steadily 
widening demand abroad. If pro- 
perly refined this oil can be used as 
a good substitute for olive oil. Some. 
of the enterprising oil traders here 
are now experimenting with the ex- 
traction of oil from the Chinese olive. 
While it seems certain that the Por- 
tuguese or Spanish olive cannot he 
matched by growers in China or 
cther Far Eastern countries, it is 
nevertheless possible to develop 2 
new_ and profitable olive oil industry 
in China and Hongkong. Local ex- 
porters will give every encouragement 
te olive oil experimenters. 


TRADE WITH JAPAN 


Resumption of private trade with 
Japan has been fixed for August 15, 
although no transactions can be 
completed before September 1. No 
infcrmation is yet available as to 
detailed arrangements for the con- 
duct of trade, but it is certain that 
trade will be subject to considerable 
restrictions. Accommodation has 
however been arranged by SCAP for 
a very limited number of business- 
men from August 15 and visits to 
Japan of restricted duration will be 
permitted as from that date. Appli- 
cations may therefore now be made 
for entry into Japan and should be 
addressed to the Department of Sup- 
plies, Trade and Industry for submis- 
sion to the appropriate authorities in 
the United Kingdom; they should 
provide the following information:— 


(a) Name of applicant; (b) pre- | 
cise purpose of proposed visit and 
place in Japan to be visited; (c) date 
and duration; (d) any information 
which may be of assistance in assess- 
ing the importance of the visit—e.g., 
previous connections with Japan. 


Certain accommodation may be 
available in advance of August 15 
for banking, insurance and shipping 
companies. Applications from such 
firms should be accompanied by a 
completed application form for entry 
into Japan, obtainable from Hong- 
kong Immigration Office. Applica- 
tions will be accepted oniy from firms : 
whose head offices are registered in 


_ Hongkong. 
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Metai Markets 

Wolfram ore prices on _ world 
markets are now slowly receding 
which will cut the inordinate profits 
recently made by Chinese traders 
who brought over 1,000 piculs of this 
ore from East and West River areas 
to Hongkong. The London price is 
now moving around 130/- to 140/-, 
cif. U.K. port. The highest post- 
Shoe price was a few weeks ago about 


Prior to the release of wolfram ore 
from control in U.K., the Ministry of 
Supply domestic selling price was 
75/- per unit, delivered at the con- 
sSumer’s works. At that time open 
market prices approximated 62/6 to 
67/6 per unit. 

Local dealers offer wolfram ore at 
varying prices. Some export business 
was done at $450 per picul with mer- 
chants who obtained ore from the wol- 
fram mines near Waiyeung (East 
River) and shipped it here. 

The National Resources Commission, 
which is a Chinese Govt. agency con- 
trolling mining and distribution of 
wolfram and antimony as a state mono- 
poly, estimates that during 1947 a total 
of 7,000 tons of wolfram ore, 8,000 
tons of antimony, and 4,000 tons of tin 
may be exported. Mining output has, 
however, not been up to expectations. 
The N.R.C.’s stockpile is 1o contribute 
the balance between actual output and 
export estimate provided that the 
stockpile still exists when it is needed. 

Following are N.R.C. estimates of 
metals and ore production in China: (in 
tons): 


1936 1947 
mungsten Ore’ we... =. 7,000 7,500 
PATTTINON YG. aie Sais se sy 14,000 5,000 
Med INFOS ac... Ayareisue 9,000 2,650 
Copper 475 . 2,300 
CAC wr yrtta eels aie oe" 1,800 660 
PEO ee ee es See 150 60 
Metal Prices in London and New 
York: 
TIN, 99 per cent minimum, in 


ingots:—in London £437 per ton (2,240 
lbs), which equals 78.62 US cents per 
pound:—in New York 80 cents ‘per 
pound, fob New York. 

LEAD:—in London £90 .per_ ton, 
equalling 16.19 cents per pound;—in 
New York 15 cents. 

ANTIMONY, regulus, 99 percent, 
£180 per ton (32.37 US cents per Ilb.), 
99.6 percent, £190 (34.18 cents). In 
New York, 99% percent, 33 cents. 

ZINC:—in London £70 per ton (12.59 
cents per lb); in New York 10% to 11 
cents per pourd. 

QUICKSILVER:—in New York US$ 
84/85 per flask. 

Vegetable Oil Markets 

Prices were steadier and demand for 
vegetable oils was brisk. Cassia oil 
sold at $1,000, full strength aniseed oil 
at $300, teaseed oil $180, sesame oil 
$280 per picul. New York prices re- 
mained unchanged: cassia oil per 
pound, feb New York, US$3.25 to 3.85, 
aniseed oil 80 cents to one US dollar. 

Cocoanut Oil business was strong, 
large shipments arriving here from 
Siam. Business was done at $129/131 
per picul. In our May 28 issue, page 43, 
mention was made that Hongkong ob- 
tained recently a monthly allocation 
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KOWLOON-CANTON RAILWAY 


Kowloon. Canton 


Foreign January February March April May 
Passenger Up 88,725 79,660 79,831 116,253 81,819. 
Fasqester Down 63,709 79,016 65,238 92,136 87,364 
ocal Bi 
Passenger Up 33,647 27,070 36,205 41,47 
Passenger Down 33,267 23,10 « ui ,u46 33108 a 
Foreign in Kgs. ‘ ‘ 
Freight Up 7,956,750 7,486,000 11,929,500 12,917,500 14,569,000 
Freight Down 261,000 454,500 93,750 350,500 1,087,750: 
Local in Kgs. 
Freight 293,340 502,675 412,405 445,840 415,820 
Passenger grand total 1,149,444 ROM CONG CL) ects tnt ate Ane 446,288 
FROME i” as etree 387,463 
in foreign traffic: Sub-total (aes aoe cea 833,751 
UD ES sn tyes te Stat & ave ame 177,712 
GOW pasa srecextiorens Set tae oe 137,981 
in lecal traffic: Sub-total’ V4. Seen eee eee 315,693 
Freight grand total 69,176 tons toviCanton! EMRaetaae 54,858% tons 
frome FP” ee Leh ee 2,247% 
in foreign traffic: SUbstotolage sani aese es 67,105%4 tons 
in local traffic: 2,070 tons 


of 500 tons of cocoanut oil from. Singa- 
port. We leern now from friends in 
Singapore thut until recently, the total 
export allocation, for Hongkong from 
Singapore and from the Malayan Union 
combined, was 100 tons. This alloca- 
tion went entirely to the Oil Mills, 
most of whom have direct Hongkong 
connections dating from pre-war days. 
There has, however, been so much in 
the way of smuggling, false declara- 
tions on expurt forms (‘‘wood pre- 
servative” etc.) that the authorities 
here have now decided to grant no 
further export permits for Cocoanut 
Oil to Hongkong from Malaya for the 
time being. 

In our last issue the May export & 
import figures for cocoanut oil were 
published. Malaya sent us 1,680 piculs 
of this oil in May, i.e. exactly 100 tons. 
It appears that the Malayan Govt. con- 
tinues sending Hongkong a monthly 
allocation «although we all know that 
much of the cocoanut oil arriving here 
from Siam (in May over 1,100 tons) 
originates in Britisi Malaya from 
where it is snuggled to Siam for even- 
tual ship-nent to. Hongkong and else- 
wnere. 

Hongkong Prohibited Exports 

Sweetened Condensed Milk has been 
added to the prohibited exports list as 
from June 26. This step has been 
made necessary by the recent shortage 
and re-appearance of a black market. 

In order, however, to permit the 
continuation of the maximum freedom 
of trade, the S. T. & IL, after consulta- 
tion with importers, has decided to per- 
mit the re-export of condensed milk 
either by importers themselves or by 
merchants to whom importers have 
sold specifically for export. Export 
licences will accordingly be issued only 
against applications endorsed by the 
original importers to that effect. Im- 
porters have on their part undertaken 
to direct their sales in such a way as 
to ensure that ample supplies are al- 
ways évailable in Hongkong. 


Following are detailed figures for passengers and freight carried by the 
Railway during the first iive months of 1947:— 


Indian Import Control 

The Government of India has an- 
nounced its revised import trade’ contro] 
policy to come into force as irom the 
next shipping period beginning July 
1947. Applications for licences for that 
period will be accepted as from May 
25. The announcement states that the 
review of policy was undertaken to 
make the best possible use of India’s 
exchange resources and further to 
restrict imports of certain consumer 
and other non-essential goods which 
have arrived in the country in sub- 
stantial quantities. , 

Open General Licence No. VII is 
withdrawn with effect from May 16, 
1947 and replaced by a fresh Open 
General Licence No. IX applicable to 
imports frera the United Kingdom and 
other Empire countries except Canada, 
Newfoundland ard South Africa. 

Innports of goods previously covered 
by Open General Licence No. VII, but 
not included under iiew Open General 
Licence No. 1X, wilt be allowed with- 
out licence if shipped on or before 
June 30, 194'7. The same _ position 
applies with regard to goods shipped 
under Universel Open General Licence 
No. VIII which was cancelled on 
March 14. For goods which cannot be 
shipped by thet date but for which 
firm orders have been placed under 
Open General Licences, licences will 
be issued in the following cases:—(a) 
where irrevocable letters of credit have 
been opened licences will be granted 
foc value of letters of credit and will 
be valid for shipment up_ to 
date of validity of credit; (b) where 
business is not generally done on letter 
of credit system licences will be grant- 
ed on documentary evidercc that firm 
orders were placed and accepted before 
March 14, 1947, in case of Open Gen- 
eral Licence N3. VIII and before May 
16, 1947 in thi: case of Open General 
Licence No. VI}. These licences will be 
valid for shipnient uz. {o Septeinber 30, 
1947. 


‘ 
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HONGKONG SHIPPING RETURNS ; 


‘ 


During the month of May 1947 the 
port of Hong Kong again registered re- 
cord arrivals and departures of ships, 
exceeding the last record month of 
April by 22,000 tons. The gross ton- 
nage of ships entered from and left for 
abroad in May amounted to 1,375,557, 
against 1,353,886 in April. The total 
number of ships entered and cleared 
was 721, against 704 in the record 
month of April. 


During the first five months of 1947 
a total of 6,336,000 tons of shipping 
was recorded here. 


Ocean going shipping in May aggre- 
gated: 493 ships of 1,288,204 tons. The 
total number of passengers who arrived 
here and left for abroad was 94,975. 

British shipping accounted for about 
4) percent of the total, followed by 
American ships which aggregated al- 
most 23 percent. The Netherlands flag 
has now reached third place in the port 
of Hong Kong, a remarkable achieve- 
ment and the best proof for the fast 
recovery made by the Dutch people in 
spite of the temporary setbacks suffer. 
ed in the East Indies. Dutch shipping 
accounted last month for almost 10 


& Departures for May 


percent of the total. Chinese ocean 
going ships came next (9 percent), 
followed by the Norwegian flag 
percent). 


The arrival of more and more Euro- 
pean (other than British) ships in the 
harbour has increased; European flags 
accounted for 145,500 tons of the total 
(against 120,500 in April), approximat- 
ing the shipping of the United States 
in Hongkong. 


River steamers, i.e. ships plying be- 
tween the Colony and Canton or Macao, 
were to 80 percent sailing under the 
British flag although a number of 
coastal shipping firms are actually 
owned by Chinese. 


The following quantities of bunker 
oii and coal were taken aboard ship 
during May: total bunker coal 11,754 
tons, bunker oil 10,747 tons. Ocean 
steamers loaded 10,425 tons of coal, 
and 10,387 tons of oil, while river 
steamers loaded 1,329 tons of coal, and 
36() tons of oil. 


Following are detailed shipping re- 
turns for the month of May: 


ARRIVALS IN MAY 1947 


CARGO PASSENGERS. 
Ocean Steamers River Steamers. TOTAL Fy 

eee No. Tonnage. No. Tonnage. No. Tonnage. nthe Poses 08 he crm Total 
British 103 257,423 66 34,007 169 291,430 1,773 13,551 16,239 29,790 
American 31 148,910 — — 31 148910 —— — _ 1,693 1,693 
Chinese 55 55,463 48 9,012 103 64,475 1,808 2,782 3,384 6,166 
Danish 6 24,666 — — 6 24,666 — — 42 42 
Dutch 13 60,349 — — 13 80,349 — — 6,648 6.648 
French 3 13,424 — — 3 13,424 —— —— 358 358 
Norwegian 16 30,567 — — 16 30,567 ——- —— 2,381 2,381 
Panaman- 

ian 12 24,902 — — 12 24902 — — 71 71 
Portuguese 4 1,752 — —— 4 1.752, —— — 26 26 
Swedish 6 14,703 — —— 6 14,703 —— — 13 13 
Philippine 2 5,101 — — 2 5,101 -—— —-. 19 19 
Total 

Foreign 148 379.837 48 9.012 196 388,849 1,808 2,781 14,6385 17,417 
‘Total 251 637,260 114 43,019 365 680,279 3,581 16,333 ° 30,874 47,207 

DEPARTURES IN MAY 1947 ° 

British 95 249,711 67 35,429 162 285,140 2,436 23,929 11,756 35,685 
American 29 144,258 — 29 144,258 — — 1,276 1,276 
Chinese 56 65,382 47 8,905 103 74,287 5,916 470 2,603 3,073 
Danish 6 24666 — -——- 6 24666 —— —— 40 40 
Dutch 14 13,459 — — 14 73,459 —— —— 5,538 5,538 
French 3 13.424 — — 3 13,424 — -— 742 742 
Norwegian 15 30,796 — — 15 30,796 —— — 1,336 1,336 
Panaman- 

ian 11 23,457 — en 326.450 2 ee 36 36 
Philippine 3 7.224 — — 3 7,224  ——— eS 8 8 
Portuguese 3 1,314 — — 34 34 ae ues —_ 
U.S.S.R. 1 2.154 — — 1 21545 == — 12 12 
Swedish 6 15699 — -— Co ELS0098 ee 22 22 
Total 

Foreign 147 401,233 47 8905 194 410,138 5,916 470 11,613 12,083 
Total 242 650,944 114 44,334 356 695,278 8.352 24,399 23,369 47,768 


Ocean & River Steamers Arrivals 


COMMERCIAL CARGO OF OCEAN 
SHIPS 


During the first five months of 1947 
ocean steamers discharged a total of 
1,018,000 tons of commercial cargo in 
Hongkong. During the same _ period 
ocean steamers loaded 360,000 tons of 
commercial cargo here. In these figures 
are not included the _ considerable 
quantities of Royal Naval, Army and 
other Government stores which were 
regularly discharged and loaded. 


Deadweight of Commercial Cargo for 
Jan./May 1947 (in thousands of tons): 


discharged loaded total 


Jangary: "Sela. ee 190 83 273 
February) «eae 185 55 240 
Mareby occcs «aves ches 250 77 327 
Aprilbaie 59-5 ct 166 70 236 
Mea ynee tiie. eaAatctopee am 227 vis 302 


Large quantities of commercial cargo 
are regularly discharged and loaded in 
eur coastal trade, mainly with Canton, 
Macao, Kongmoon, Wuchow, the West 
and East River ports, etc. 


JUNKS AND STEAM LAUNCHES 


Several thousand motor and sailing 
junks, towing and not towing steam 
launches and many kinds of native 
vessels engaged in the coastal and in- 
land river traffic are regularly every 
month arriving and departing from 
here. 


The main junk harbour is in Victoria. 
Relatively few junks call ‘on Yaumati, 
in Kowloon, while the two other junk 
harbours on the Island, Shaukiwan and 
Aberdeen are neglected. 


The total tonnage of junks and 
launches under 60 tons recorded here 
arrived from and departed for abroad 
(viz China and Macao) for the month 
of April and May 1947 was 443,104. 


During April and May these recorded 
junks and launches discharged a total 
of 50,444 tons of commercial cargo, and 
they loaded for abroad a total of 56,010 
tons of commercial cargo. 


Following are detailed returns for 
the months of April and May 1947:— 
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BRITISH SHIPBUILDING LEADS 
THE WORLD 


UNPRECEDENTED SUCCESSES IN 1946 AND 
CONTINUED BOOM DURING 1947. 


Nearly twu million tons of merchant 
ships are under construction in Britain 
today. This represents more than half 
of the total tonnage building in all 
parts of the world. At the end of last 
year the returns issued by Lloyd’s 
Register of Shipping showed that 
1,937,062 tons gross were under con- 
struction in Britain’s shipyards, out of 
a total of 3,678,481 tons being built in 
all parts of the world (excluding 
USSR, Germany and Japan). These 
figures are the highest recorded in 
ioe since the beginning of 


Britain is by far th biggest exporter 
of ships in the world, for a quarter of 
the tonnage now on the stocks is for 
owners overseas, amounting to nearly 
500,000 tons. Foreign contracts have 
increased considerably during the year, 
and British shipbuilders alone are now 
exporting more ships than the rest of 
the world put together. Many more 
orders are on the books and the pro- 
portion is likely to increase during 
1947 as more berths become available. 
The principal purchasers of the new 
ships building in Britain’s yards are: 
Norway (112,800 tons gross), France 


(94,215), British Dominions and 
Colonies, etc. (73,654), Portugal 
(54,260), the Netherlands (41,200), 


Denmark (31,860), Argentina (15,280) 
and Chile (11,800 tons gross), and 
Brazil, Ecuador, Egypt, Eire, Iceland, 
Sweden and Switzerland all have ships 
under construction in Britain. 


Influx of Orders 


These are the vessels on which work 
is in progress, and do not include either 
the ships which have been delivered 
during the year to owners or contracts 
which have been placed but on which 
work has not yet begun. Many inter- 
esting orders have recently been re- 
ceived, among them two. more refri- 
gerated cargo liners and four large 
diesel-electric dredges of special design 
for the Argentine and some very large 
oil tankers for the Norwegian - flag. 
One Sunderland _ shipyard alone, 
Bartram & Sons, Ltd., has orders book- 
ed from Portugal, France, Argentina, 
Norway and Denmark. Ninety-four 


per cent. of the orders on their books 
are for export, including 16 high-speed 
motor liners for passengers and cargo. 


The largest vessel completed last 
year for export was the 10,000-tons 
passenger and cargo liner “Modjokerto,” 
built at Dundee for the Rotterdam 
Lloyd fleet. A single-screw liner with 
poop and forecastle arrangement she 
has accommodation for 36 passengers 
and carries 11,500 tons of cargo on a 
load draught of 29 ft. 9 in. She has 
six cargo holds, four forward and two 
aft of the engine-room. Numbers 4 and 
5 holds, together with No. 4 lower 
tween-decks, are arranged for the 
carriage of 2,700 tons of vegetable oil 
in six separate compartments equipped 
with steam heating coils, while latex 
is carried in the forepeak tank. Pas- 
sengers are accommodated in com- 
fortable two-berth cabins on the pro- 
menade deck, at the fore end of which 
is a lounge, panelled in weathered 
sycamore. The dining saloon on the 
upper deck enables all passengers to 
be served at one sitting, while the 
galley, pantry and bakery are all- 
electric. The  eight-cylinder diesel 
propelling machinery develops a 
maximum output of 7,500 b.h.p. at 119 
revolutions per minute. An interesting 
feature of the equipment is an inter- 
locking device fitted to the manoeuvring 
gear and controlled by the telegraph 
from the bridge. This prevents the 
engine being started in the reverse 
direction when the signal “ahead” has 
been rung down from the bridge. 


Ships for Argentina, Portugal, France 


Three cargo liners for the Argentine 
State Ficet were launched from one 
yard during the year, and two of them, 
are already in service between Europe 
and South America. These steamships 
of 5,400 tons gross carry about 9,100 
tons of general cargo on a draught of 
25 ft. 1% in. Their triple-expansion 
engines, served by three multi-tubular 
boilers, give a normal service speed of 
12 knots. Several cargo liners are 
under construction for Portugal. 


For France several cargo vessels and 
colliers were completed from a large 


Foreign Trade made by Junks and Launches under 60 tons 


For the month of May: 
Tonnage of Cargo—Junks 
wis, 96 . Launches 
Tonnage of Vessel—Junks 

on on » —Launches 

For the month of April: 

Tonnage of Cargo—Junks 

SS mr » Launches 
Tonnage of Vessel—Junks 
—tLaunches 


INWARD OUTWARD 
25,724 Tons 15,562 Tons. 
By ci 5s 1313000m,, 
94,529 Tons 87,374 Tons. 
3,023. PA We ee 
INWARD OUTWARD 
24,610 Tons 40,291 Tons. 
105_—C i, 25s, 


134,280 Tons 
3,101 ,, 


114,730 Tons. 
3,293, 


programme, and considerable headway 
was made with the fleet of modern 
trawlers building for the Government 
of Iceland. One of the most interesting 
ships of the year was the _ turbo- 
electric passenger liner ‘Hinemoa,” 
designed for the passenger service be- 
tween the North and South Islands of 
New Zealand. Her 13,000-horsepower 
turbo-electric machinery gives her a 
speed of 21 knots, and she has sleeping 
accommodation for 921 passengers. 
Every modern comfort is installed in 
this ship, including a radiotelephone 
installation which will enable passen- 
gers at sea to speak with any part of 
the world, 


Largest Vessels of 1946 


Over 100 cargo vessels and tankers 
were completed for the British Mer- 
chant Navy during the year. The ton- 
nage of ships launched exceeded a 
million tons, excluding naval tonnage. 
In addition, many large passenger 
liners, such as the “Queen Elizabeth,” 
were completely reconditioned after 
their war service as troop-ship and 
the like. Altogether three million tons 
of such ships were undergoing or 
awaiting reconversion during the 
period. 


The largest vessels launched during 
the year were the “Corinthic” and the 
“Athenic,” the first of four Shaw, 
Savill passenger and cargo refrigerated 
liners for the Australia and New Zea- 
land service from Britain. Turbine 
steamers of 15,000 tons gross, they are 
designed to carry 7,000 tons of refri- 
gerated: and 4,000 tons of general cargo 
in addition to nearly 100 passengers. 
A 14,000-ton Cunard White Star Liner 
for the North Atlantic service was 
launched in the Clyde. Named the 
“Media,” she has accommodation for 
250 passengers, and will be followed 
by the ‘‘Parthia.” The largest vessels 
completed during 1946 were two of the 
whaling factory ships which are taking 
part in the present Antarctic expedi- 
tions, the ‘“‘Balaena” and the “Southerr 
Harvester.” Other outstanding vessels 
were the turbo-electric ‘tanker 
“Helicina,”’ the world’s finest tanker, 
which carries 18,000 tons of fuel oil at 
a speed of 17 knots, and the tanker 
“Auricula,”’ whose engines are adapted 
to burn a cruder type of oi] than ever 
known before. Another “record-break- 
ing” ship is the MHoulder liner 
‘Hornby Grange,’ 10,800 tons gross, 
which has a larger chilled-meat capa- 
city than any other ship in the world. 


There are only five vessels of more 
than 25,000 tons gross being built in 
the world, but none of them has so far 
reached the launching stage. They 
are: two 27,000-ton Union-Castle 
liners, “Edinburgh Castle’ and “Pre- 
toria Castle,” for the Seuth African 
mail service; the Orient liner “‘Orcades’” 
and the P. & O. liner ‘“Himalaya,” each 
of about 30,000 tons, for Australia and 
the Far Eastern services; and a Cunard 
White Star liner similar to the 
“Mauretania” for the North Atlantic 
express service. Britain’s shipowners 
and shipbuilders are losing no time in 
their efforts to repair the ravages of 
war. 
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HONGKONG STOCK HONGKONG STOCK EXCHANGE 
& SHARE MARKET QUOTATIONS 
During the last few weeks activity 
was reduced and rates rather on the syne pups a 
weak side. There were a few notable H.K. GOVT LOANS 
exceptions; especially Watson shares O. Caan ee Se ee 1 1 
which improved within a fortnight $11 ar. eta Fee acpi oak * See cee oes nde, ee aed 
oye AIMORE 25 percent, China Under- 2 YG MAOANY 9 i. orem tele iain yn) 8) Se ere eae re) = amiss ays, 2, 7/2 
writers $1.30 or 65 percent, Ropes $1.75 BANKS 
or over 10 percent, Realties $1.28, H.K. &Ss Banke eas urd: oetinn eights semen 1880 1910 1900 
Humphreys $1, Dairy Farms $3. H.K..& S. Bank (Lon: Reg;) <....-.-ie ne 112% 111% 110% 
On the other hand Insurance shares Chartered Bank ...-....seeeeeereeeeeseees 13 13% 13% 
dropped, and so did Wharves, Docks. Tercantile Bk. A. SoS pees AS cnoletenias « 6 Seehweteae 22 py) 21% 
Hotels, Trams, Telephones and a few Bank. of East Asla~...2; o- cnawporeee> tameos« 106 108 106 
others. INSURANCES 
The continued silence by the Hotel Ganiton Tne) (a5 ce. eeen ieee opus Aer 415 405 405 
Co. regarding the dividend payment is Onion Tas 1s, Weer oe. fee... eae 750 740 740 
somewhat annoying. Secure a China Underwriters .......--...s00. seeee: 2.85" 3.25 3.30 
now more belligerent than in the goo EKO ire “Ins ey, eee sche oe. capers 310 310 310 
old days and many start to question 
the good old tradition of the dictatorial SHIPPING 
rule by Directors. As long as profits Dou GlAsesayhec.cutltareks ele csenke tates alse) «ake Sos 245 245 245 
are made and the shareholders parti- H.K. & M. Steamboats .....-..++++++..000- 11 11 1l 
cipate in them, no revolution is to be Indo China (Pref.) Socks «Ay elertel « Tetene eel c we ta\tesaiane 101 101 101 
expected. Indo:.China y(Defs)} sno8 Jakob: 2 eo ee 379 379 379 
The Rope Co. sold its Ma Tau Kok Shells (Bearer) ........-0+0- sees see cee e ee 108/9 104/4% 103/79 
property for $2 million which profitable Union Wiaterboatsyaie crise ater «este 25% 26% 26% 
transaction brought the price of its DOCKS, WHARVES, GODOWNS 
shares up. The Electric Co. has been Fic) Sole wharves , 250 250 250 
selling two properties recently; one lot ESHER oT hah’ eo a 1 
: ; : PICS DOCKS tart eh te te vas crete: scarica 30% 30 30% 
in Wanchai (Queen’s Road off Arsenal China Providents 23 23 a 
Os See caren cs Sena 22% 
Street), 86,000 sq. feet, at $2.50 a foot, thaj 
7 ) | 5 Shai “Dock yards ests saute treterecoecate ns anne 16 16 16 
a price which is considered very low NG 
by real estate connoisseurs; and the MINI : ; 
property in Duddell/Icehouse Street Raub Mines ........... se sess ee eee ee eens 7 % % 
which went for only $500,000 to the BT CS x acces: suveassuedaneepola psy. oxen eein,s «aS os ya be Te 
Local Printing Press, a company which LANDS, HOTELS & BLDGS. 
made, like all printers in town, a very H.t& SH Hotels of. RE ate ee 24% 24% 24 
large profit and is now intending to FLAGS Bands erin. cha ee lasts Sealants. ceramics 73 74% 74 
enlarge its plant. ; : Shan rwands - eens. eke tee eee, oe 5 5 5 
There were again some rumours Humphreys “Estatesis so) ck. tele eens aes ce 24% 25 25 
afloat about the Hongkong Hotel Co. EVES ‘Realties = 2), ee isin etter ee mee eee 16% 17% 17 
taking over the management of Glouces- Chinese VEStates” ere cietelsahcieio vs sree ota aie 190 190 190 
ter Hotel. While it is true that the | PUBLIC UTILITIES * 
Gloucester requires some more up-to. H.K. Tramwa A 
date managing, the Hotel Co. is ad- Peake Tram (Old SARE Hise et ESS Sees ose 23% 23% 
vised, by the same rumour mongers, to Peak ean (N : Woe eiaereed wee oy 
make serious plans with regard to the Gian, Werte OW.) A axa ore at catenin aa > ae ears 4% 4% 
Renan oti, aadoen, Poel os Sete Te 405 a boise yeh Sus) rah oye ogecdaccaaiey Satake 120 120 
on the Feak or elsewhere on the Is’snd. C. Light: (Old) Sy sioiieh shay ee e\'etiniefehiale 210 '~/ Si anon 34 34 
Our future tourist traffic will need it. Claes One ee eee” ae 10% 10% 
Interim Dividends TK  Rlectite st trae tt ee eee 62%, ei 
For the year 1947 the following in- Macao. Mlectricssncit et eet ee eee 241% 24% 
terim dividends have been announced: Sandakan-Laghts 4... since oe eee 13 
Electrics $1.70 less 10 percent profit Telephones a(Old) i ee ee 49 131 
tax, payable after July 8; China Lights Telephones (New). >...) se ee th 
$0.35 for old, 0.14 for new shares, pay- JNDUSTRIALS #2 ©. pain come 
able after July 3. A Lh pee 
Dividends for 1946 are now paid by See COS Maa woke Ata Sins dheustearraen a 7%, 7%, 
Wharves $8, and Lane Crawfords $3. HK Ro Se ee Sie ee ae 25% 26 
Now dsharebcobend an OD Goi rash. «Seba eet: « caster tial cee 18.30 19 
A new applicant for a seat at the Dai sa &e. 
Exchange is Bit ge MON, da Silva. son aie Harms; tere ict | ee 75 "7 
of the oldest member of the Stock Ex. epi 4 padiechioce eae bot Tans 4916 53% 
change, Mr. P. M. N. da Silva. In our = CS CLAW LONASHRA A rate ssn cle tete ian teteehever oi ene 404% 40% 
ptevious issue mention was made that ae a APRON Cu .ON Yorn cant Omir ws 9% 9.30 
Mr. F. C. Harrison has applied for ad. ae = pees ste, Sava es 16 10 TS oe oe 13% 13% 
mission to membership of the Ex. meen ue aR RY SEIS st 6% 6% 
change: Mr. Harrison is in partnership Wi BORE OUR Taieciene ta hata « Menai 225 225 
with Mr. Ellis Hayim, leading snare Wm a ee ae ae og aa RA 135 135 
and financial broker in Shanghai. me Powell Ltd. ..1:).. dames jor1. «m creeae 5% 5% 
More torinm Exemption ee 
estrictions on trading in the sh ina’ Entertainments 4). .db es... ccccee % 
of the Hongkong & Shares Baveog H.K. Constructions (Old) .................. ar “7% 
Corp. and the Hongkong Telephone Co. H.K. Constructions (New) ................ 6% 6% 
Id. have been removed as from Jiine VibromPiling: O82. 4: eee >. see 6% 2 
24 and 25 respectively. Previous re- Marsmang Investments a.com aki. athe 13/3 5 
movals of restrictions in respect of Meremel, (FURY. 215s Nemew esc c cca 1/6 Me 
sheres of 20 local companies were pub- COTTONS|, sss 4) eta || ee re 
lished in our issue of May 28, page 39. ED W.OS MMR 5:8 pralorators Kou btoassioc Sah 8% 7%, 
aie cis saver tet A, 
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HONGKONG ENGINEERING & 
CONSTRUCTION CO. LTD. 


The Company’s 21st ordinary yearly 
meet=ig was held on June 17, when 
the Chairman (Mr. L. Kadoorie) re- 
viewed the business results of the year 
ended Dec. 31, 1946. Following is an 
excerpt of the Chairman’s speech: 

“Ot the 38 houses on your Com- 
pany’s Estate, seven are still requisi- 
tioned by the Services; the others have 
ali been repaired and rented to private 
tenants. Your Board has been con- 
sidering the possibility of reconstruct- 
ing new_ residences, but regret that 
until building costs come down further, 
rentals on new houses would have to 
be exorbitant to provide any reason- 
able return on the investment made. 

Your Company’s Workshop at To 
Kwa Wan was de-requisitioned on 
September 9, 1946. It has been used to 
some extent for the manufacture of 
concrete pipes and other products. We 
are operating a stone quarry at Hok 
Un, and can supply broken stone. 

Franki piling machines, mixers and 
other plant have been reconditioned 
and now on the twenty-fifth anniver- 
sary of its inception it is pleasing to 
know that your Company is again able 
and willing to offer efficient service in 
the important rehabilitation work yet 
before us in Hongkong.” 

The profit from Working Account 
for 1946 amounted to $165,014, and the 
net profit for the year was $81,004. 
This amount plus the 1945 balance of 
$177,530 was carried forward to 1947 
Accounts. 

The paid up capital of the Company 
amounts to $1% million, in 500,000 
shares of $2 paid up, and 500,000 shares 
of $1 paid up. The Company’s authoris- 
ed capital amounts to $5 million (2% 


million shares of $2 each), The Fixed 
Assets total $1,707,807, the largest 
single item being land & buildings 


yalued at $1,164,700. Current Assets 
amount to $503,900 while Current 
Liabilities amount to $967,462, the Com- 
pany’s overdraft with the H.K. & S. 
Bank totalling $754,447. 

The Company has not been able to 
pay a dividend in the years before the 
war. The current market price for the 
$2 paid up shares is about $6% but, 
in view of little scrip on the market 
and only occasional transactions report- 
ed in the market, the price must be 
regarded more as nominal. 

Directors: Mr. L. Kadoorie (Chair- 
man), Sir Robert Ho Tung, Messrs. M. 
H. Lo, H. Kadoorie, W. A. Welch. 
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HONGKONG COMPANY REPORTS 
HONGKONG & WHAMPOA DOCK CO., LTD. 


The ordinary annual meeting of 
shareholders of the Company was held 
on June 16, when the Chairman (Hon. 
Mr. D. F. Landale) addressed the meet- 
ing. The following is an extract of 
the Chairman’s speech: 


“Until recently we occupied tem- 
porary offices in one of the staff houses 
but now the head office has been com- 
pletely rehabilitated and we are once 
more established, on the old site be- 
tween No. 2 and No. 3 drydocks. The 
main store, the mould loft, the foundry, 
the new machine shop, the engine shop, 
the forge and smithy buildings, and 
all our staff quarters which were worth 
repairing have been completely restor- 
ed. The causeway between No. 1 
Dock and the 100 ton crane, which had 
been entirely demolished, is now res- 
tored. The 100 ton crane has been 
completely overhauled and is now 
operational, and the wreck which lay 
at the 100 ton crane berth has at last 


been removed and our facilities for 
coping with heavy lifts are as they 
were before the war. All our dry 


docks are now’ operating and during 
1946, 200 vessels were docked, totalling 
over 400,000 gross tons. Our repair 
facilities are rapidly approaching pre- 
war capacity. 


During 1946 repairs were carried out 
on no less than 250 ships. It is not 
possible to give a detailed account of 
all the repair work done but these 
figures will suffice to indicate that we 
are once again making no mean con- 
tribution to the ship repair facilities of 
this quarter of the globe. 


In the ship building branch of your 
Company’s activities your Board con- 
sidered it advisable to carry out fur- 
ther rehabilitation work before we 
could undertake any large degree of 
new building. This rehabilitation work 
is progressing satisfactorily, and I am 
hopeful that we wiil be in a position 
to execute orders for new construction 
shortly. I might here mention that we 
made a special exception to this policy 
in the case of an order entrusted to 
us by the Union Waterboat Company 
for a new water boat to increase the 
Harbour watering facilities. The work 
on this unit is well advanced and I am 
hopeful that it will be completed in 


the autumn. 


At our last Ordinary Yearly Meeting 
the Report and Accounts were present- 
ed for the period from Ist January 
1941 to 31st. March 1946, and today 
they are before you for a period of 
nine months, to 31st. December, 1946. 


The profit, after allowing for De 
preciation is $972,877; the Board re- 
commend tnat this be carried forward. 


The value of our fixed assets has 
been increased by $3,312,392, due to 
the arnount of permanent rehabilita- 
tion whieh has been done and various 
replacements which have been made to 
plant and craft destroyed during the 
war. 

In cur last report we showed an 
amount of $648,492 under the heading 
‘War Lesses’—Suspense Account, and at 
that time we anticipated that we would 
recover a considerable portion of this 
sum, It represents the balance of the 
value of materials in transit at the out- 
break of the Pacific War which were 
diverted to Australia, India and other 
destinations. It is now estimated that 
oniy approximately $208,000 is re- 
coverable, the balance will be incor- 
povated in our claims for reparations. 


You will have noted from the Balance 
Sheet that there are outstanding claims 
for instalments due to us from uncom- 
pleted i941 contracts and also contin- 
gent. liabilities of the same _ nature. 
They have not been finalised so that 
it is not possible to assess them at this 
stage. Regarding the settlement of our 
Reparation Claim for the extensive 
damage done to our establishments, it 
is 1regretted that there is as yet nothing 
to report,” 


Directors:—Hon. Mr. D. F. Landale 
(Cha.rman), Messrs. M. K. Lo, E. R. 
Hill, L. Kadoorie, D. C. Miller, E. B. 
Moller and S. T. Williamson, Mr. R. 
G. Craig is the Chief Manager, and 
Mr. W. T. Grimsdale, the Secretary. 


SUMMARY OF ACCOUNTS AND 
VALUATION OF SHARE CAPITAL 
ON THE BASIS OF THE AC- 
COUNTS 


Following is a summary of the Ac- 
counts of the Company and a valua- 
tion of the share capital on the basis 
of these Accounts as at December 31, 
1946: — 
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I. Profit and Loss Account 
Profit for the period 1st April 1946 to 3lst December 1946. 


Otmonths Wl cede ene Ree gaa Me Ae toc: MP Ree ew Meda trata $972,877 

Less Provided for Contingencies . .-.1.- eee e cece eee eeees 325,000 

$647,877 

Profit for one year on the above besis: 9 months ..... $972,877 

Add Additional 3 months ...... ccs e eer sree e scene reer eeaee 324,292 

$1,297,169 

If. Balance Sheet 31st March 31st December Increase + 

1946 1946 Decrease — 

Fixed Assets .,........ce-0+.00e £4,920,000 $8,232,392 $+3,312,392 

Current Assets... 2.0. ered uss 4,039,379 8,376,243 + 4,336,864 

War Losses Suspense Account ... 1,988,393 208,000 — 1,780,393 

$10,947,772 $16,816,635 $+5,868,863 

Less Current Liabilities ......... 4,748,464 9,236,043 +4,487,579 

Nett Assets ......:cseeerserrees $ 6,199,308 7,580,592 + 1,381,284 

SharemCanitad esta wie cwieeieuield seine $ 4,719,760 4,728,750 + 8,990 
Reserves (after writing off as- 

certained War Losses) ..... 1,188,945 1,913,362 + 724,417 

Profit, & + Loss: Account: «.i..c.0. 290,603 938,480 + 647,877 

Nett Assets as above __.......... $ 6,199,308 $7,580,592 $ 1,381,284 


lly. Summary of Position of Company as shown by the above Accounts. 


(a) Liquid Position 

At 3lst March 1946 Current Liabilities exceeded Current Assets by $709,- 
085 arrived at as follows: 
GarrentwWiiebilities: cic, os west whore ied aera. 0:0) 0, sc, asm Gees vo arene ceralettvalal-« $4,748,464 
Current Assets 4,039,379 


$ 709,085 


At 31st December 1946 Current Liabilities exceeded Current Assets by 
$859,800 arrived at the follows: 
Currenteeiabilities yas. \eisie. Ausiads. sd oletis qe s teers cmc gunaayoee $9,236,043 
CurrentPAssets mach. ache tia ace 0's 04,5ne fee SEE ee ee ae 8,376,243 


$ 859,800 


The increased deficiency in liquid assets amounting to $150,715 combined 
with the necessity for the Company to incur further expenditure on Fixed 


Assets indicate the need of the Company for the further Capital which has 
subsequently been raised. 


(b) Share Capital 


The Issued Share Capital of the Company at 31st December 1946 was 
472,875 shares of $10 each fully paid amounting to $4,728,750. Since the date 


of the Balance Sheet the following additional Share Capital has however 
been issued: 


per ete He ere e re rer eee eser reser esses eee Me reseseses 


Share Share 
Capital Premium Total 
500,000 Shares of $10 each fully paid ? 
Ate Soul Dery Slare. rics cn sejeuseiscateroens $5,000,000 $5,000,000 $10,000,000 
27,125 Shares of $10 each fully paid at 
fo) HG as Genome Octclas CUO orate 271,250 271,250 
$5,271,250 $5,000,000 $10,271,250 


(c) Reserves and Surplus 

The total Reserves and Surplus of the Company have increased from 
$1,479,548 at 31st March to $2,851,842 at 31st December 1946, an increase of 
$1,372,294. This increase is mainly accounted for as follows: 


Recoveries of 1941 Stocks and Debtors .................. ee uecuee $1,513,131 
Less: Written off Diverted Cargos and 
additional losses arising 
SINCENS 1S MAL CHy 1 OSG: coh tite eters ere tres ove ie. aetorarsuevesebenineuicers rs skarers wr ccains 779.725 
733.406 
Net Profit for the nine months ended 31st December 1946 ...... 647,847 
$1,381,253 
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(d) Increase in the Fixed Assets 
$3,312,392 


The actual increase in the Fixed As- 
sets during the nine months was 
$1,972,490; the balance $1,339,902 had 
been expended at 3lst March 1946 but 
was then included under War Losses. 
Suspense Account and has now been 
transferred to the various Fixed Asset 
Accounts. 

The additional funds expended on 
Fixed Assets during the nine months 
arose as follows: 


Increase in Capital, Re- 
serves and Surplus .,.... $1,381,284 
Increase in excess of Liabili- 
ties over Assets ........ 150,715 
Amount written off W. 
Losses Suspense ........ 440,491 
$1,972,490 
(e) Summary of Balance _ Shect 


position at 3lst December 1946 
Share Capital, Reserves and 


Surplus! :.asi. sefeeeab «as $7,580,592 

Excess of Current Liabili- 
ties over Current Assets .. 859,800 
$8,440,392 


The total funds available to the Com- 
pany, as shown above, were utilised as 
follows: 


Fixed” Asséts: sesuaecuite se $8,232,392 

War Losses Suspense Ac- 
COURE. 5 Fe Aeen 74. dere 208,000 
$8,440,392 


({) Percentage of Earnings to {s- 
sued Share Capital at 31st Decem- 
ber 1946 


Profit for nine months (be- 
fore providing for contin- 


gencies)*< caqmsid. attests $ 972,877 
Profit for one year on above 

DASISicl P. «.tabteran OE See cee $1,297,169 
Issued Share Capital at 31st 

December 1946 .......... $4,728,750 
Percentage of.Earnings to 

Issued Share Capital 27.43% 


(g) Valuation of Shares at 3lst 
December 1946 
On a Yield Basis: No Divi- 
dends have been paid since 
1940 but on the basis of 
the above earnings and 


assuming a 6% return ... $45.70 
On the basis of the book 

value of the Net Tangible 

ASSETS aiden scans $16.00 
Market Value at 3lst Decem- 

er 1946'> am. eee erecepaciere $18.0¢ 


(h) Valuation of Shares at 14th 

June 1947 
On yield basis assuming 

earnings remain at $1,297,- 

169 on increased share 

capital of 1,000,000 and re- 

turn required 6% ........ $21.60 

On the basis of the book values of 
the Net Tangible Assets: 
Net Tangible Assets at 31st 

December 1946 .......... $7,580,592 
Additional Capital ....... 10,271,250 
Net Tangible Assets at 14th 

June: 1047 | duce soc wetton $17,851,842 
Value per share $17.85 
Market Value at 14th June $3154 
Market Valuation of Net As- 

sets of the Company 

1,000,000 Shares @ 31% ..$31,750,000 
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Reduced Cost of Living in Hongkong 
Wholesale prices registered during . ivi 
May, with the exception of meta] and Individual Averages 
mineral] prices, a remarkable and wel- FOODSTUFFS Ist % year 1st Qtr. April May 
come decline. Against the month of 1941 1946 1947 1947 1947 
April cost of living here, based on Beansmtece han cade seer 168.8 920.8 685.7 577.9 601.9 
the wholesale price index, has de- Beef +.6. 4% Lng eee 128.1 *550.0 *615.6 *515.6 *515.6 
creased by 7.75 percent. The decrease Rowancosat Oa 110.0 913.2 734.0 564.0 443.2 
in foodstuff prices was nearly 7 per- Flour (wheat) .......... 160.5 399.0 417.7 448.4 466.9 
cent, miscellaneous goods were reduced Ralinsh neue ee 140.0 3192 1491 1928 175.0 
by over 7 percent, and textiles dropped Fruits (fresh) ........--- 192.6 515.7 4998 5181 495.7 
over 21 percent. On the other hand, L au sais peatiskntcng’ 162.7 697.8 662.6 635.7 580.8 
the price index for coal and kerosene mE aca! tad Sadia pag: mi i , ( iz 
was responsible for the 21 percent in- be Kcoriderised) se. 15% me riaie) mph’ Apt ree 
AUTCQMEG, senha che Ohueteee sean 3 e f 329. . 
© fe RNR eee A tid le ecko t a Onion ens, So, ee, eee 132.8 758.0 419.2 651.8 486.1 
: ; Peanut? OJ eee cere 145.2 972.1 846.9 750.5 853.4 
Beal rhoicsalsMariced’ ake Now Mex. Pork iG e:, Waers. 8 150.0 *500.0 * 500.0 *500,0 * 500.0 
BinedOl ‘percent deares’ than duiing Potatoes #... Supine. a 163.7 681.6 449.5 424.8 393.0 
the first half year of 1941, That means Poultry (Live) suelinvrave wp eNells 208.3 671.4 437.7 760.7 660.7 
that goods which cost in the earlier Rice (broken) fee a eaiene 197.0 612.2 1,397.7 871.6 595.3 
part of 1941 $1 would now cost $3. Rice (white)%2...5.-500... 173.4 916.6 980.2 931.8 733.7 
Sugar i(raw) tee. see 128.9 1,468.1 1,057.5 1,037.0 1,188.0 
Following are the index figures of Vegetables (dried, salted 
wholesale prices in Hongkong during and pickled) ........ 146.3 660.9 613.5 563.7 417.8 
the month of May. The index is always Vermicelli) Weekes ete ask 150.9 1,421.8 840.4 591.3 594.3 
constructed on the basis of declared EWTN EY odingia des, yg 155.4 704.8 581.3 580.8 540.3 
quantities and c.i.f. values of commodi- * Index number for Australian meat in the year 1946 and first 
ties imported into Hongkong. The index five months of 1947. 
numbers are not weighted. The base TEXTILES ist % year 1st Qtr. April May 
period is 1938. 1941 1946 1947 1947 1947 
Cotton Yarn occ. nee 113.8 ee 915.4 824.6 818.4 
Cotton (dyed, plain) ..... 131.8 1,422.7 725.8 418.1 327.7 
CANADIAN Italians (dy., figur., pl.) .. 119.4 847.2 449.9 Nil 666.6 
INTERNATIONAL Shirtings White (40/43 Yds.) 104.6 1,483.1 1,213.6 458.4 740.5 
TRADE FAIR Hemp (Manila) ......... 127.8 Nil 625.7 Nil Nil 
Gunny Bags ..........-.. 2143 ee 5309 9 eet 1892 
, , Hessian ’Cloth? 52.2.0 <ses 180.0 26. F ,000.0 500. 
pees. eee ee ets nae Fair will Silk Piece Goods ......... 115.5 625.0 471.8 = 580.4 317.1 
sored b he Sanaa, Goneieans oe ere ee ie) ale ae oe Die en 
Its ate purpose is to provide a Blankets (wool S*uniow) 77 157-8 4268.5 02a) pees sees 
common meeting ground for buyers Flannels -..--+-+.-+++++: FIM oe ohare ON nee 
and sellers from all parts of the Suitings & Tweeds (woollen) 128.5 459.2 439.0 419.9 388.2 
world. Averave (reat oe 138.38 769.1 606.0 664.2 523.9 
Space rental has been fixed at $2.50 METALS & MINERALS Ist * year 9 eee eee et 
(Canadian Funds) per square foot 1941 rete ty) 1947 oan 
and this charge, in addjtion to the Brass Sheets .....---++-- 187.¢ : 85.1 266.1 289. 
floor space, wili include facades, Yellow Metal Sheathing... 1748 234.0 328.0 244.9 273.3 
booths, and general lighting ready Coal IR Sate ee 250.4 557.8 681.3 Nil 835.5 
for the exhibitor to instal his display. Iron & Steel Bars ....-.. 185.1 217.7 251.0 257.3 316.9 
Iron & Steel Nails ....... 144.9 362.3 349.2 3465 369.1 
No extra fee will be made for stor- Iron & Steel Plates ...... 138.4 235.6 308.7 235.0 263.4 
age of the exhibitor’s display and Head "(pices Sie. 146.9 354.4 355.9 Nil Nil 
shipping boxes from May 10 to June Kerosene: stesso ns 185.7 871.4 338.5 285.7 562.8 
22, 1948. Neither is there to be any Ctl MES Imari eee Wiecow 146.5 148.6 Nil INifees02.2 
additional charge for a listing of the Lubricating Oil .......... 145.7 271.6 211.9 2086 156.7 
firms’ name, and products on dis- Patron ee 98.7 194.7 263.1 164.4 103.9 
play, in the Canadian International cpr att MS AS Oo 168.1 229.7 203.5 465.6 192.7 
Trade Fair catalogue. Each exhibi- ecence Ae Slide all 160.2 287.3 307.8 274.9 333.2 
tor will be given three special hadges Rooper SAN : h 
and passes at no extra cost. MISCELLANEOUS Sea a7 Be aye aN 
A special staff will be on duty at Cement i, 234.9 413.2 292.4 232.2 388.8 
the trade fair to give information on Ch 1 Mase eget. Literal 256.4 680.0 152.9 692.0 547.5 
customs regulations, rail and freight pao 6 50088, 0 ER Boe 00 3087 2720 1824 179.4 
tariffs, marine insurance, banking Feather (ducks) «>---. sear eae 7302 574.7 434.7 
and financial facilities. It is also Plvewood! ei Wiay «eee «tees a 8 1120.2 3992 1,004.6 
planed to provide interpreters and Hardwoods ser Dol cabeacs ek Bese oRanvite 
public stenographers for the benefit Hides (cow) ..----+-+... es : : : 599.0 
of exhibitors and buyers. Hides (buffalo) MS TT ne tise 139.7 400.4 537.5 578.2 odd, 
Toronto, where the trade fair is to Teather Gok) Gise* UA en oe 5960 5107 ag 
be held, is the second largest city in me (Chinese) Spat ue ee ee ee 
Canada with a population of 950,000. Bo OTR op eat 2019 6908 4156 4018 398.2 
It is approximately 1,200 train miles Saltpetre .......-.-++. ‘ ae 506.2 484. 6 
from the Atlantic coast, and 2,700 Softwoods +... sors +ee- +e 188.7 pe ape. 5 2 ore 
train miles from the Pacific coast, Soda Ash ........+.+400-. 239.4 556.6 747.2 1,514.9 752. 
with excellent train and flying ser- erippune nae is eines ih as ae fe ae ree ae 
i 7 : ulphate o mmonia . 3 3. 012. 4 ; ‘ 
eee city. with both 7 168.9 "04.5 522.6 502.2 466.8 
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ADMINISTRATION IN PACIFIC 
ISLANDS 


THE RESPONSIBILITIES OF THE U.S. NAVY 


BY FELIX M. KEESING 


Our Navy has ruled two Pacific 
island territories, Guam and Samoa, 
for almost a half century. Succes- 
sive commandants of the local naval 
stations have served as governors, 
under mandate from the President, 
ruling through local systems of 
“naval government” the few thou- 
sand islanders “native” to each ter- 
ritory. Congress has dallied for 
forty-eight years with a succession of 
bills designed to provide a constitu- 
tional status for these possessions 
and their inhabitants, but almost 
nothing has been written into federal 
law. 


Today, instead of two small ter- 
ritories, the United States holds a 
great zone of islands scattered across 
the Pacific. These, taken from 
Japan, are at present also being con- 
trolled by our Navy under a system 
of “military government” as prescrib- 
ed for occupied enemy territories 
under the international law of war. 


These additional island holdings 
comprise the former League of Na- 
tions mandate held by Japan—the 
Marshalls, Carolines, Palaus, and 
northern Marianas—together with 
the Bonins and Marcus Island. This 
extension of United States authority 
gives at the same time virtual con- 
trol of the whole vast semi-circle of 
the open Pacific Ocean north of the 
equator (the only exception is a small 
area in the Gilberts, under British 
sovereignty). The strategic signific- 
ance of being able to supervise the 
harbours, sea routes and airways in 
this Pacific zone is obvious. 


The United States took over Guam 
and Samoa in days when expansion 
of empire and colonial monopoly 
were the rule, and backward peoples 
“the white man’s burden.” Today, 
as we come to fix the status of such 
holdings, it is against the backdrop 
of United Nations principles, of 
growing international standards of 
trusteeship and welfare, and of the 
burgeoning desire of colonial peoples 


Dr. Keesing is Professor of Anthropo- 
logy at Stanford University and 
Associate Director of the School 
of Naval Administration at Stan- 
ford which is responsible for 
training the officer personnel 
peing sent to the U. S.-held 
Pacific islands to handle the 
civilian populations. He is au- 
thor of The South Seas in the 
Modern World, Modern Sanioa, 
and a number of other works on 
the Pacific island area. 


for self-government and even “in- 
dependence.” Our country, tradi- 
tionally champion of peoples’ rights 
and known for its justified hatred of 
the other techniques of colonial rule, 
is looked to for leadership in such 
matters, not least of all by the de- 
pendent peoples themselves. 


How then shall we handle such 
islands and peoples? What should be 
their status nationally and interna- 
tionally? How will our administra- 
tion stack up in the eyes of groups 
only too sophisticated in the ways of 
rulers, having back of them the ex- 
perience of Japanese, and before that 
of German and in many cases of 
Spanish master? 


A number of new bills are on Con- 
gressional desks: the Farrington bills, 
the Izac bill, the Grant bill, and 
others. The Navy, handling the is- 
lands under considerably greater 
public scrutiny than was the case be- 
fore the war, is making vigorous 
efforts to create effective systems of 
administration, including for the 
first time the training of special per- 
sonnel for this task. A proposed 
trusteeship agreement, placing the 
former Japanese islands under 
unilateral control of the United 
States as a trust territory of the 
“strategic area’ class, subject to 
supervision by the Security Council, 
has been presented by the American 
celegation to the United Nations. and 
has been supported by the Soviet 
Union. The United States is taking 
part in the collaborative activities of 
a “South Seas Regional Commission” 
which also includes the five other 
powers which control dependencies 
in the Pacific: the United Kingdom, 
Australia, New Zealand, France and 
the Netherlands. From both Guam 
and Samoa have come indications 
that the islanders want a great mea- 
sure of self-government and greater 
stake in the‘ American body politic 
than has so far been allowed to them. 


Islands and Their Inhabitants 


By bare statistics these island 
would not seem to offer any great 
problem. Counting in the newly won 
Japanese areas, the Star and Stripes 
new fly over about a hundred and 
twenty island units, mostly tiny islets 
and coral atolls, but a few larger is- 
lands or island clusters such as 
Guam, Ponape, Palau, and Saipan. 
These are inhabited by about 90,000 
islanders, most brown-skinned Me- 
lanesian or Polynesian peoples, but 
in the western areas more of the 


mixed native - Spanish - Filipino - 
American-et al. type known as 
“Chamorro.” Only Guam has any 
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large immigrant population, with its 
postwar influx of military and civi- 
lian personnel now outnumbering che 
24,000 Chamorro Guamanians. The 
former swarm of Japanese, Okina- 
wans, and Koreans which had been 
pouring yearly into the islands are 
now repatriated except for a few 
worker groups where American mili- 
tary establishments exist. This leaves 
for most areas only the few white 
administrators, missionaries, and a 
trader or two, together with the small 
number of people of mixed ancestry 
(“halfcastes”) who choose to distin- 
guish themselves socially from their 
island kinsmen. Governing a few 
thousand people such as these should 
be simple enough. 

But it is not simple. The islands 
are often dozens of miles apart in 
coral grown seas. Few have good 
harbors suitable for large vessels, and 
many can only be landed upon in 
small boats manned by natives who 
can negotiate the often dangerous 
surf. The elementary business of 
transportation, therefore, becomes a 
paramount and costly problem. The 
Japanese solved it only through 
heavy government subsidies, and it 
has been among the most serious of 
the U.S. Navy’s headaches in the 
postwar period when crews’ were 
vanishing away through demobiliza- 
tion. Until recently, when the Navy 
has begun to meet the problem ade- 
quately, partly through training and 
using islanders along with its regular 
personnel, many of the outlying is- 
lands were left unvisited for months, 
and some of the naval personnel oft 
the main sea and air routes saw a 
vessel rarely. 

The islanders, too, differ widely in 
language and custom. Apart from the 
Japanese language, known by practical- 
ly all of the younger people, the incom- 
ing Americans find no common speech. 
They have had to put their administra- 
tion largely at the mercy of the hand- 
ful of islanders or persons of mixed 
ancestry who, through missionary 
training or otherwise, happened to know 
some English. This situation, fortunate- 
ly, is bettering, as English, is being 
stressed in the schools as_ rapidly 
as the native teachers can be taught 
how to teach it, and many islan- 
ders are picking it up through contact 
with Americans in administrative tasks 
and on construction jobs. It is a com- 
plete mistake to think of these peoples 
as “primitive” in the usual sense of 
the term. Many of them have had 
generations of contact with whites, 


and just as they developed new 
habits and tastes from the Spani- 
ards, Germans, and Japanese, so 


now they are keen to learn about 
things American( including incidentally 
how to buffer their lives against any 
undue pressures which Americans mav 
exert upon what they still value from 
their old traditional systems of life. 
Each island, and in fact each islander, 
shows a complex and varying combina- 
tion of native and modern ways. Ad- 
ministration, to be successful, must 
somehow be adaptable to all these loral 
circumstances, and the administrator 
‘must know all he possibly can about 
them. 
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Relief for War Devastation 


Many, though not all, of the islands 
suffered from the devastations of war. 
During the war years, too, the islanders 
were cut off from trade goods such as 
cloth, kerosene, and many other items 
which had become as essential as the 
products still won from the local land 
and sea. Some of the people were driven 
from their homes by the Japanese mili- 
tary, and were found by the incoming 
Americans in bad health, virtually en- 
slaved, and often almost starved. This 
happened in Guam as well as in the 
former Japanese islands. Heavily on the 
credit side of American activities in the 
post-occupation period have been the 
keen efforts at relief and rehabilitation, 
and above all medical and sanitary work. 
The impressive health record the Navy 
already had in Guam and Samoa has 
been reinforced by its development of 
hospital and other facilities in the form- 
er Japanese islands, and above all by 
the training of islanders in medical, 
dental, and nursing skills. Included is 
the establishment of a Medical School 
at Guam with a four-year course for 
picked young men, and also a School 
for Nurses with a three-year course. 


Few American businessmen are like- 
ly to get excited over commercial 
prospects in these small islands. Even 
the resource-hungry Japanese had to 


subsidize heavily their considerable 
production of sugar, phosphates, 
bauxite, marine products, and other 


exports. Such products are unlikely 
to be of importance to the American 
economy, though phosphate is now be- 
ing shipped once more as _ fertilizer 
for the fields of Japan. By present 
prospects the only significant goods 
which the islanders can use for export 
are copra (flesh of the coconut) and 


handicraft work. Beyond this, their 
main sources of income must come 
from employment connected with 


governmental and military activities 
in the area. For the time being, all 
trading operations in the former Japan- 
ese islands are being carried on by a 
government agency, the United States 
Commercial Company, which rations 
the still meager trade goods which find 
their way to the area and which is en- 
couraging the island communities to 
handle their own commerce through 
native-owned cooperatives. 


Need for Developing Self-Government 


The basic Navy directive defining 
policy for miJitary government opera- 
tions stressed the need for developing 
self-government among the island 
populations. Guam and Samoa have 
had from the first a large degree of 
local district and community  self- 
government, while native leaders and 
officials have been used entensively at 
the lower levels of the administrative 
structure. Each territory has also a 
central elected body—in the case of 
Guam a congress with two houses— 
but with advisory powers only, since 
final legislative as well as other 
authority is lodged in the naval gov- 
ernor. In the former Japanese area. 
American administrators have set up 
systems of local native government, 
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using the acceptable leaders as officials, 
and have put far greaters powers into 
native hands than did their Japanese 
and other predecessors. Most districts, 
too, have central advisory councils 
which work closely with the Ameri- 
can authorities. How far and how fast 
can real self-government be allowed to 
such peoples? 


This is probably the most difficult 
and ticklish question facing those who 
undertake to handle the affairs of the 
so-called “backward” sections of hu- 
manity. Competent as the islanders 
were to order their own lives before 
the white man came, they have had 
much to learn—just as our own peoples 
have had in recent centuries—about 
modern political techniques, and the 
arts of living peaceably in larger 
groups. Without such experience they 
remain open to exploitation: not least 
of all by those among their own num- 
ber who, getting a little ahead of the 
game, play for themselves or their own 
local groups rather than the general 
good, 


Degrees of Political Competence 


The situation today is that wide dif- 
ferences exist in the degree of political 
competence of groups and individuals. 
The Guamanians are nearest to the 
point where they. could govern their 
own affairs. Yet, ironically, postwair 
Guam is a multiple community in 
which they are a minority, and military 
necessity is for the time being in the 
saddle: Guam is being built up as our 
great forward base in the Pacific. The 
Samoans, until recently absorbed in 
their own complex and graceful arts of 
politics and ceremonial life, are much 
less modernized. The peoples of the 
Japanese area, though emerging from 
the shock period of the war to resume 
their normal activities, are too used to 
taking orders from the Japanese police- 
man to respond quickly to the new 
stimulus toward _ self-responsibility: 
many still have their fingers crossed. 
so to speak, about =he new order of 
things. But leaders have come forward, 
the American flag govs up the govern- 
ment flagpoles daily, end it should not 
be long before the American ideals of 
freedom and democracy are _ talked 
about as vigorously as they are among 
most Guamanians and some Samoans. 


What should be the status of such 
islands and peoples in relation to the 
United States body politic? Neither 
Guam nor Samoa has been given a 
constitutional status, so that each is 
governed according to a system of local 
law partly adapted from the United 
States and partly developed in res- 
ponse to local conditions and problems. 
The islanders are citizens of their res- 
pective territories, but not of the Unit- 
ed States: an anomalous situation 
when one of them wants to travel 
abroad. Their is no right of appeal to 
higher American courts comparable to 
the rights of appeal allowed to colonial 
subjects in British and most other de- 
pendent territories. These have been 
high points in criticism of the current 
situation, including the findings of a 
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Congressional Comnnission which 
visited Samoa in 1939. At present a 
Commission of three distinguished 
civilians is in the islands, at the re- 
quest of the Secretary of the Navy, to 
make recommendations on possible 
Organic Acts, the citizenship question, 
and similar outstanding issues. 


Guam and Samoa are held by the 
United States under full sovereignty. 
Their position is therefore due to be 
different from that of the Japanese 
islands, provided a United Nations 
trusteeship is consummated for the 
latter. Regarding citizenhip, it seems 
never to have been pointed out by 
those arguing the case that precedents 
already exist within the American 
system_for peoples to be admitted to 
federal citizenship while yet being un- 
der special types of government and 
law. Since 1924 the American Indians 
have been given citizenship, yet most 
of them remain “wards” subject to 
their own reservation laws and courts, 
and supervised by an agency of the 
federal government. Some of them, 
too, have their own constitutions under 
the Indian Reorganization Act of 1934. 
Recodification of the laws of both 
Guam and Samoa, now being com- 
pleted. could provide the basis for 
suitable Organic Acts. A _ slower al- 
ternative proposed by some is to na- 
turalize these islanders progressively 
to American citizenship as they meet 
certain qualifications; already some) 
hundreds of them who have served in 
the armed forces of the United States 
have undergone such naturalization. 


International Status of Peoples 


The old League of Nations Man- 
date Commission defined the loeal 
peoples in the mandated territories 
as citizens of the territory in which 
they lived. But it also ruled that the 
the mandatory power could natura- 
lize individuals whom it deemed fit 
to its own citizenship. The same 
svstem can presumably apply to the 
Japanese island as they pass into the 
care of the United States as a trust 
territory. Already past history is the 
fact that many Americans wanted 
cur government to annex outright 
these strategic and hard-won islands; 
some indeed wanted such annexation 
to key spots in the southern Pacific 
under control of the British countries 
or of the French. Instead, the of- 
ficial United States trust plan follows 
a formula written into the United 
Nations Charter at San Francisco 
with the Japanese islands in mind. 
namely. the “strategic area” type of 
trusteeship under the Security Coun- 
cil—arena of potential vetoes, includ- 
ing that by the United States itself in 
the face of opposition. This differs 
from the more general type of 
trusteeship which places a territory 
under the General Assembly of the 
UN and makes it subject to scrutiny 
by the Trusteeship Council, at most 
reserving specific zones as military 
ereas. Presumably the _ territory 
would be called something like the 
“American Trust Territory of Micro- 
nesig” (ATTOM.) (1) 


144 


FAR EASTERN ECONOMIC REVIEW 


Security factors then being upper- 
most, and development and mainten- 
ance of bases a paramount considera- 
tion in present national policy related 
to the area, what then happens to the 
local island population? Shail the 
Navy have continuing responsibility 
for the administration of such civi- 
lian wards, here and in Guam and 
Samoa, as well as its military respon- 
sibilities? 


Decisions on such matter are in the 
interests of stable administration. 
One body of opinion holds that a 
civilian agency should manage non- 
military affairs, as is now done 
partially by United States Commer- 
cial Company staffs in eco- 
nomic spheres under the _ pre- 
sent military government in the 
former Japanese islands. Significant- 
ly, a House Naval Affairs subcom- 
mittee which recently visited the is- 
lands recommends such a civilian 
administration. Its chairman, Re- 
presentative Izac, has drawn up a biil 
proposing to create an agency 
directly under the President to ad- 
minister what he provisionally calls 
“the Pacific areas.’ Such a plan 
would bypass a long-standing pro- 
posal, supported by some but 
anathema to others, that such ter- 
ritories be placed under control of 
the Department of the _ Interior, 
which has handled more or less 
efficiently the affairs of Hawaii, the 
Philippines, Puerto Rico, and the 
Virgin Islands, as well as American 
Indian affairs. 


Training for Administration 


Anothez body of opinion hoids that 
the island populations shovld con- 
tinue under naval administration. It 
would seem impossible, if only on the 
grounds of the very great cost in- 
volved, for a civilian agency to dup- 
licate the tecinnical services essential 
to government which the Navy al- 
ready has in the area: transportation 
and communicaticn, engineering. 
medical, and so forth. Shortcomings 
of the past, it is said( can be correct- 
ed, especially by developing a trairied 
personnel to handle the special res- 
ponsibilities of administering island 
atfairs in the manner of modern 
trusteeship. 


Such training, long given by mbdst 
other powers holding dependencies, 
was started during the war at Vir- 
ginia, Columbia, Princeton, Stanford, 
and a number of other university 


(1) The United States draft trustee- 
ship agreement for the islands 
provides for the use of the facili- 
ties of the Trusteeship Council in 
promoting the welfare of the 
native people subject to the 
simplification by the United 
States of any areas as being 
“closed”” for security reasons 
However the charter of the 
United Nations allows for “strate- 
gic” trusteeship system be observ- 
ed in such trust territories and 
provides means df implementing 
them under the supervision of 
the Security Council. (Ed.) 


centers in relation to the “civil af- 
fairs” aspect of military operations, 
in the islands as also in Europe and 
Japan. With the sudden end of the 
war in the Pacific, however, this 
trained personnel was rapidly demo- 


bilized. The Navy therefore turn- 
ed to Stanford University to 
train officers for the longer 
distance responsibilities of is- 


land administration. Already the 
first graduates of “SONA” (the 
School of Naval Administration) are 
scattered through the whole structure 
of government in Guam, Samoa, and 
the Japanese mandate, handling ad- 
ministrative, legal, educational, me- 
dical, sanitation, labour and other 
tasks. Further classes are in pro-~- 
gress, though on an emergency basis 
pending clarification of the Navy’s 
stake. Commanding officers respon- 
sible for general supervision of this 
trained personnel are also to be sent 
t. SONA for a shorter period of brief- 
ing on the island peoples and pro- 
blems. 


Critics of naval government have 
pointed out as weaknesses the lack of 
continuing personne] and experience, 
as naval officers go on to other types 
of service: the absence of _ stable 
clear-cut policies to date, resulting in 
insecurity and emergency conditions 
of administration: the dangers of 
“top. brass” over-ruling the trained 
administrator because of superior 
rank. Correspondingly, proponents 
of using naval personnel claim that 
a civilian administrative service 
would involve much duplication of 
function with the existing naval 
establishments; that relationships 
between naval and civilian personnel 
would be complicated (e.g., supply, 
repair, etc.) to the point impairing 
efficiency: that the quality of men 
cbtainable for long-term work in 
such small remote islands with limit- 
ed career opportunities could not be 
high: that a civilian bureaucracy 
would want to perpetuate itself for 
career reasons, and so would less 
readily turn over responsibility to 
local native leadership. 


Need for Civilian Administrators 


Whatever system Congress finally 
accepts, it will vbviously call for on- 
the-spot use of Navy technical per- 
sonnel and services. It will also need 
men trained: in administrative and 
welfare skills not among the ordinary 
accomplishments of the naval 
officer: political, economic, legal, 
educational, and so on. Already in 
Guam and Samoa the Navy employs 
American civilians on longer-term 
appointment to handle some of the 
latter responsibilities, and this could 
be one type of solution for the area 
as a whole if the Navy “chain of 
command” is retained. Not to be 
forgotten in such controversy is that 
the native islanders are capable of 
supply an increasingly efficient per- 
sonnel to carry their own tasks of 
government. Already they hold res- 


ponsibilities as district commis- 
sioners, judges, police, school tea- 
chers, medical practitioners, pilots, 
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and in many other posts. The Navy 
is at present pushing ahead with 
further training of islanders in 
various fields, as with a new agricul- 
tural and live-stock training school 
on Guam. It is to be expected that 
the need for white Americans to 
handle administrative work can be 
progressively liquidated, and that 
effective self-government by native 
groups can be realized, just as hap- 
pened in the Philippines within little 
more than a generation from the 
time Americans took over. 


Unlike the Philippines , however, 
such tiny scattered islands can hard- 
ly aspire to become “independent.” 
Like the many other small South Sea 
peoples, therefore, these American 
islanders must find a place within 
some larger political entity. Some 
writers have even gone so far as to 
visualize a future state or “confedera- 
tion” of Oceania, in which all these 
peoples now under various sovereign- 
ties would gradually become integrat- 
ed, perhaps under the general super- 
vision of the United Nations. This 
would involve reversal of the present 
strong trend for each ruling power 
to assimilate its particular segment 
of these peoples to its own life and 
loyalty. 


“South Sea Regional Commission” 


Of particular interest, therefore, is 
the recent move to develop a ’South 
Sea Regional Commission.” Initiated 
by Australia and New Zealand in the 
so-called Canberra Pact of 1944, in 
which the two countries presented a 
united front on Pacific and general 
policies, it represents an attempt dy 
the six powers holding territories in 
Oceania—the United States, Great. 
Britain, Australia, New Zealand, 
France, and the Netherlands—to col- 
laborate in solving mutual problems 
of administration and welfare. At a 
conference held in Australia during 
January-February of this year a basic 
plan for the Commission was agreed 
on by representatives of these six 
countries, modelled rather directly on 
the already existing four-power 
Caribbean Commission, and all that 
now remains is for the agreement to 
be edge by the home’ govern- 
ments. 


_ Beside providing for discussion and 
interchange on matters of common 
concern, and for basic research, this 
plan contemplates bringing together 
leaders from among the _ island 
people for periodic conferences on 
their common interests. Here may 
be the germs of a new sense of 
identity, so far almost entirely iack- 
ing, which may bring the Pacific 
island peoples decades hence to pre- 
sent a more unified front to the 
world which is now in the making 
Regardless of this, the new South 
Sea Commission will throw the spot- 
light of international opinion more 
sharply upon our American island 
administration activities, and it will 
be well for us to do a job which will 
bé without question first-class. 


